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Vol. 3 
HEN a person contemplates 
an extensive trip, one of 
the first things taken into 
account is the expense— 
that which cannot be avoided. In 


planning our excursion into the realms 
of Tape Reading we must, therefore, 
carefully weigh the expenses, or, to 
use a better term, the fixed charges in 
trading. 

Were there no expenses, profit-ma- 
king would be far easier—profits 
would merely have to exceed losses. 
But no matter whether you are a mem- 
ber of the New York Stock Exchange 
or not, in actual trading profits must 
exceed losses and expenses. These 
are incurred in every trade, whether it 
shows a gain or a loss. They consist 


of: 
Commission on 100 shares..... $25.00 
Invisible eighth (see Vol. 1, No. 
Oe Ue ME neces 2 dad auetehedk ve 12.50 
Vg fare et Seay 2.00 
$39.50 


in addition to interest if the trade is 
carried over night. 

By purchasing a New York Stock 
Exchange seat, the commission can be 
reduced to $1 per hundred shares, 
bought and sold the same day, or 
$3-12% if carried over night. This ad- 


vantage is partly offset by interest on 
the money involved, dues, assessments, 
etc., which amount to nearly $5,000 
per annum on a seat costing $75,000. 

The invisible eighth is a factor 
which no one—not even a member— 
can overcome. Nor can the tax be 
legitimately avoided. 
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The Tape Reader who is a non- 
member must, therefore, realize that 
the instant he gives an order to go 
long or short 100 shares, he has lost 
$39.50. In order that he may not fool 
himself, he‘should add his commis- 
sions (44%) to his purchase price, or 
deduct them from his selling price im- 
mediately. People who boast of their 
profits usually forget to deduct ex- 
penses. Yet it is this insidious item 
which frequently throws the net re- 
sult over to the debit side. 

The expression is frequently heard, 
“I got out even, except the commis- 
sions,” the speaker evidently scorning 
such a trifling consideration. This 
sort of self-deception is ruinous, as 
will be seen by computing the fixed 
charges on 10 trades—$395—or on 20 
trades—$790. Bear in mind that a 
loss of $39.50 on the first trade leaves 
double that amount—$79—to be made 
on the second trade before a dollar of 
profit is secured. 

It therefore appears that the Tape 
Reader’s problem is not only to elim- 
inate losses, but to cover his ex- 
penses as quickly as may be. If he has 
a couple of points profit in a long 
trade, there is no reason why he should 
let the stock run back below his net 

_buying price. Here circumstances 
seem to call for a stop order, so that 
no matter what happens, he will not 
be compelled to pay out money. This 
stop should not be thrust in when net 
cost is too close to the market price. 
Reactions mist be allowed for. 

A Tape Reader is essentially one 
who follows the immediate trend. An 
expert can readily distinguish between 
a change of trend and a reaction. 
When his mental barometer indicates 
a change he does not wait for a stop 
order to be caught, but cleans house 
or reverses his position in a twinkling. 
‘The stop order at net cost is, there- 
fore, of advantage only in case of a re- 
wersal, which is sudden, pronounced, 
and with no forewarning. 

A stop should also be placed if the 
operator is obliged to leave the tape 
for more than a moment, or if the tick- 
er gets out of order. While he has his 
eye on the tape the market will tell 
him what to do. The moment this 
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condition does not exist he must act as 
he would if temporarily stricken blind 
—he must protect himself from forces 
which may assail him in the dark. 

I know a trader who once bought 
500 shares of Sugar and then went out 
to lunch. He paid 25 cents for what 
he ate, but on returning to the tape 
he found the total cost of that lunch 
was $5,000.25. He had left no stop 
order, Sugar was down ten points, and 
his broker wore a MM (more margin 
button) in his lapel. 

The ticker has a habit of becoming 
incoherent at the most critical points. 
Curse it as he may, it will resume 
printing intelligibly when the trouble 
is overcome—not before. As the loss 
of even a few inches of quotations may 
be important, a stop should be placed 
at once and left in until the flow of 
prices is resumed. f 

If a trade is carried over night, a 
stop should be entered against the 
possibility of accident to the market 
or the trader. An important event 
may develop before the next day’s 
opening by which the stock will be 
violently affected. The trader may be 
taken ill, be delayed in arrival, or in 
some way become incapacitated. A 
certain allowance must be made for ac- 
cidents of every kind. 

As to where the stop should be 
placed under such conditions, this de- 
pends upon circumstances. The con- 
sensus of shrewd and experienced tra- 
ders is in favor of two points maxi- 
mum gross loss on any one trade. 
This is purely arbitrary, however. The 
Tape Reader knows, as a rule, what to 
do when he is at the tape, but if he 
is separated from the market by any 
contingency, he will be obliged to fall 
back upon the arbitrary stop. 

A closer stop may be obtained by 
noting the “points of resistance’”’—the 
levels at which the market turns after 
a reaction. For example, if you are 
short at 130 and the stock breaks to 
128, rallies to 129, and then turns 
down again, the point of resistance is 
129. In case of temporary absence or 
interruption to the service, a good 
stop would be 129% or 129%4. These 


“points of resistance” will be more 
fully discussed later. 




















If the operator wishes to use an au- 
tomatic stop, a very good method is 
this: Suppose the initial trade is 
made with a one-point stop. For 
every % the stock moves in your favor, 
change the stop to correspond, so that 
the stop is never more nor less than 
one point away from the extreme mar- 
ket price. This gradually and auto- 
matically reduces the risk, and if the 
Tape Reader be at all skilful, his prof- 
its must exceed losses. As soon as 
the stop is thus raised to cover com- 
missions, it would seem best not to 
make it automatic thereafter, but let 
the market develop its own stop or 
signal to get out. 

One trouble with this kind of a stop 
is that it interferes with the free play 
of judgment. A homely illustration 
will explain why: A tall woman and 
a short man attempt to cross a street. 
An automobile approaches. The 
woman sees that there is ample time 
in which to cross, but he has her by 
the arm and being undecided himself, 
backs and fills, first pushing, then pull- 
ing her by the arm until they finally 
return to the curb, after a hairbreadth 
escape. Left to herself, she would 
have known exactly what to do. 

It is the same with the Tape Read- 
er. He is hampered by an automatic 
stop. It is best that he be free to act 
as his judgment dictates, without feel- 
ing compelled by a prior resolution to 
act according to a hard and fast rule. 

There is another time when the stop 
order is of value to the Tape Reader, 
viz., when his indications are not clear- 
ly defined. The original commitment 
should, of course, be made only when 
the trend is positively indicated, but 
situations will develop when he will 
be uncertain whether to stand pat, 
close out, or reverse his position. At 
such a time it seems better to push 
the stop up to a point as close as 
possible to the market price, without 
choking off the trade. By this we 
mean a reasonable area should be al- 
lowed for temporary fluctuations. If 
the stock emerges from its uncertainty 
by going in the desired direction, the 
stop can be changed or cancelled. If 
its trend becomes adverse, the trade 
is automatically closed. 
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Fear, hesitation and uncertainty are 
deadly enemies of the Tape Reader. 
The chief cause of fear is over-trading. 
Therefore commitments should be no 
greater than can be borne by one’s 
susceptibility in this respect. 

Hesitation must be overcome by 
self training. To observe a positive 
indication and not act upon it is fatal 
—more so in closing than in opening 
a trade. The appearance of a definite 
indication should be immediately fol- 
lowed by an order. Seconds are often 
more valuable than minutes. The 
Tape Reader is not the captain—he is 
but the engineer who controls the 
machinery. The Tape is the pilot and 
the engineer must obey orders with 
promptness and precision. 

Uncertainty may be reduced by the 
use of stops as above, or by closing a 
trade whenever one’s course is not en- 
tirely clear. 

We have defined a Tape Reader as 
one who follows the immediate trend. 
This means that he pursues the line of 
least resistance. He with the 
market—he does not buck it. The op- 
erator who opposes the immediate 
trend pits his judgment and his hun- 
dred or more shares against the 
world’s supply or demand and the 
weight of its millions of shares. Armed 
with a broom, he is trying to stay the 
incoming tide. 

When he goes with the trend, the 
forces. of supply, demand and manipu- 
lation are working for and with him. 

A market which swings within a ra- 
dius of a couple of points cannot be 
said to have a trend, and is a good one 
for the Tape Reader to avoid. The 
reason is: Unless he catches the ex- 
tremes of the little swings, he cannot 
pay commissions, take occasional 
losses and come out ahead. No yacht 
can win in a dead calm. As it costs 
him nearly half a point to trade, each 
risk should contain a probable two to 
five points profit, or it is not justified. 

A mechanical engineer, given the 
weight of an object, the force of the 
blow which strikes it, and the element 
through which it must pass, can figure 
approximately how far the object will 
be driven. So the Tape Reader, by 
gauging the impetus or the energy 
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with which a stock starts and sus- 
tains a movement, decides whether it 
is likely to travel far enough to war- 
rant his going with it—whether it will 
pay its expenses and remunerate him 
for his boldness. 

The ordinary tip-trading speculator 
gulps a point or two profit and dis- 
dains a loss, unless it is big enough to 
strangle him. The Tape Reader must 
do the opposite—he must cut out 
every possible eighth loss and search 
for chances to make three, five and ten 
points. He does not have to grasp 
everything that looks like an opportu- 
nity. It is not necessary for him to be 
in the market continuously. He 
chooses only the best of what the tape 
offers. 

His original risks can be gradually 
effaced by clever arrangement of stop 
orders when a stock goes his way. He 
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may keep these in his head or put them 
on the floor. For my own part I pre- 
fer, having decided upon a danger 
point, to maintain a mental stop and 
when the price is reached close the 
trade at the.market. Reason: There 
may be ground for a change of plan or 
opinion at the last moment; if a stop 
is on the floor it takes time to cancel 
or change it, hence there is a period of 
a few minutes when the operator does 
not know where he stands. By using 
mental stops and market orders he al- 
ways knows where he stands, except 
as regards the prices at which his or- 
ders are executed. The main consider- 
ation is, he knows whether he is in or 
out. 

The placing of stops is most effect- 
ual and scientific when indicated by 
the market itself. An example of this 
is as follows: 
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—Stop raised to 12954. 
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—Buying Point 12834. 
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Here a stock, fluctuating between 
128 and 129, gives a buying indication 
at 12834. Obviously, if the indication 
is true, the price will not again break 
128, having met buying sufficiently 
strong to turn it up twice from that 
figure and a third time from 128%. 
The fact that it did not touch 128 on 
the last down swing forecasts a higher 
up swing; it shows that the downward 
pressure was not so strong and the 
demand slightly more urgent. In 


—Initial Stop 1277. 


other words, the point of resistance 
was raised %. Having bought at 
12834, the stop is placed at 1277s, 
which is % below the last point of re- 
sistance. 

The stock goes above its previous 
top (129%) and continues to 130%. 
At any time after it has crossed 130 
the operator may raise his stop to 
cost plus commission (129). The 
stock reacts at 129%, then continues 
the advance to above 131. As soon as 
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a new high point is reached the stop 
_is raised to 12954, as 1297 was the 
point of resistance on the dip. 

In such a case the initial risk was 
% plus commissions, etc., the market 
giving a well defined stop point, ma- 
king an arbitrary stop not only un- 
necessary but expensive. The illus- 
tration is given in chart form, but the 
experienced Tape Reader generally 
carries these swings in his head. A 
series of higher tops and bottoms are 
made in a pronounced up swing and 
the reverse in a down swing. 

Arbitrary stops may, of course, be 
used at any time, especially if one 
wishes to clinch a substantial profit, 
but until a stock gets away from the 
price at which it was entered, it seems 
best to use the stops it develops for 
itself. 

If the operator is shaken out of his 
holdings immediately after entering 
the trade, it does not prove his judg- 
ment in error. Some accident may 
have happened, some untoward devel- 
opment in a particular issue, of suffi- 
cient weight to affect the rest of the 
list. It is these unknown quantities 
that make the limitation of losses 
most important. In such a case it 
would be folly to change the stop so 
that the risk is increased. This, while 
customary with the public, is some- 
thing a Tape Reader seldom does. 
Each trade is made on its own basis, 
and for certain definite reasons. At 
the outset the amount of risk should 
be decided upon, and, except in very 
rare instances, should not be changed, 
except on the side of profit. The Tape 
Reader must eliminate, not enhance, 
his risk. 

Averaging does not come within the 
province of the Tape Reader. Aver- 
aging is groping for the top or bottom. 
The Tape Reader must not grope. He 
must see and know, or he should not 
act. 

_ It is impossible to fix a rule govern- 
ing the amount of profit the operator 
should accept. In a general way, there 
should be no limit set as to the prof- 
its. A deal, when entered, may look 
as though it would yield three or four 
points, but if the strength increases 
with the advance it may run _ ten 
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points before there is any sign of a 
halt. 

We wish our readers to bear fully 
in mind that these recommendations 
and suggestions are not to be consid- 
ered final or inflexible. It is not our 
aim to assume the role of an oracle. 
Rather, we are reasoning things out 
on paper, and as we progress in these 
studies and apply these tentative rules 
to the tape, in actual or paper trading, 
we shall probably have occasion to 
modify some of our conclusions. 

A Tape Reader must close a trade 
(1) when the tape tells him to close; 
(2) when his stop is caught; (3) when 
his position is not clear; (4) when he 
has a large or satisfactory profit. 

The first and most important reason 
for closing a trade is: The tape says 
so. This indication may appear in va- 
rious forms. Assuming that one is 
trading in a leader like Union Pacific 
or Reading, the warning may come in 
the stock itself. Within the ribbon of 
sales recorded on the tape, there runs 
the fine silken thread of the trend. It 
is clearly distinguishable to one suffi- 
ciently versed in the art of Tape 
Reading, and, for reasons previously 
explained, is most readily observed in 
the leaders. Hence when one is short 
of Union Pacific and this thread sud- 
denly indicates that the market has 
turned upward, it is folly to remain 
short. Not only must one cover quick- 
ly, but if the power of the movement 
is sufficient to warrant the risk, the 
operator must go long. In a market 
of sufficient breadth and swing, the 
Tape Reader will find that when it is 
time to close a trade, it is usually time 
to reverse his position. One must 
have the flexibility of whalebone, and 
entertain no rigid opinion. He must 
obey the tape implicitly. , 

‘The indication to close a trade may 
come from another stock, several 
stocks or the general market. For ex- 
ample, on January 4th this year, the 
day of the Supreme Court decision in 
Consolidated Gas, suppose the opera- 
tor was long of Union Pacific at 11 
o’clock, having paid therefor 18234. 

Between 11 and 12 o’clock Union 
rallied to 183%, and Reading, which 
was more active, to 144. Just before, 
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and immediately after, the noon hour, 
tremendous transactions took place in 
Reading, over 50,000 shares changing 
hands within three-quarters of a point. 
These may have been largely wash 
sales, accompanied by inside selling; 
it is impossible to tell. If they were 
not, the inference is that considerable 
buying power developed in Reading at 
this level and was met by selling 
heavy enough to supply all bidders 
and prevent the stock advancing above 
144%. Large quantities coming with- 
in a small range indicated either one 
of two things: (1) That considerable 
buying power suddenly developed at 
this point, and the insiders chose to 
check it or to take advantage of the 
opportunity to unload. (2) The dem- 
onstration in Reading may have been 
intended to distract attention from 
other stocks in which large operators 
were unloading. (There is no special 
evidence of this, except in New York 
Central.) 

If the selling is not sufficient to 
check the upward move, the market 
for Reading will absorb all that is of- 
fered and advance, now or later, to a 
higher level, but in this case the selling 
was more effectual than the buying, 
and Reading fell back, warning the 
operator that the temporary leader on 
the bull side of the market had met 
with defeat. 

If a stock or the whole market can- 
not be advanced, the assumption is 
that it will decline—a market seldom 
stands still. At this point the operator 
was, therefore, on the lookout for a 
slump. 

Reading subsided, in small lots, back 
to 143%. Union Pacific, after selling 
at 18354, declined to 183%. Both 
stocks developed dullness, and the 
whole market became more or less 
without feature. 

Suddenly Union Pacific came 183%. 
500.183.200.18274.500.34, indicating not 
only a lack of demand, but remark- 
ably poor support. Immediately fol- 
lowing this, New York Central, which 
sold only a few minutes before 400.- 
131% «came —_ 131.1700.13014.500.130. 
This demonstrated that the market 
was remarkably hollow and in a posi- 
tion to develop great weakness. The 
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large quantities of New York Central 
at the low figure, after a running de- 
cline of a point and one-half, showed 
that there was not only an absence of 
supporting orders, but that sellers 
were obliged to make great conces- 
sions in order to dispose of their hold- 
ings. The quantities, especially in 
view of the narrowness of the market, 
proved that the sellers were not small 
fry. 

Coupled with the wet blanket put on 
Reading and the poor support in Un- 
ion Pacific, this weakness in New York 
Central was another advance notice of 
a decline. On any further indication 
he must be ready to jump out of his 
long stock and get short of the market. 

While waiting for his cue, the Tape 
Reader has time to consider which 
stock among the leaders is the most 
desirable for selling. He ‘quickly 
chooses Reading, on the ground that 
the large lots which have apparently 
been distributed around 144 will prob- 
ably come into the market as soon as 
weakness develops. Reason: The 
outside public generally buys on just 
such buiges as the one which has ta- 
ken place in Reading. A large vol- 
ume, even if accompanied by only a 
fractional advance, has the effect of 
making the ordinary trader intensely 
bullish, the result being that he bites 
off a lot of long stock at the top of the 
bulge. This is exactly what the man- 
ipulator wishes him to do. We have 
all heard people boast that their pur- 
chase was at the top eighth and that 
it had the effect of turning the stock 
down. Those who make their pur- 
chases after this fashion are quickest 
to become scared at the first appear- 
ance of weakness, and throw over- 
board what they have bought. In 
choosing Reading, therefore, the Tape 
Reader is picking out the stock in 
which he is likely to have the most 
help on the bear side. 

At 12.30 the market is standing still, 
the majority of transactions being in 
small lots and at only fractional 
changes. Reading shows the effect of 
the recent unloading. It is coming out 
500.14334.500.54.400.1%4.34. The oper- 
ator realizes that Reading is probably 
a short sale right here, with a stop or- 
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der at 144% or %, on the ground 
that the bulls must have an extraor- 
dinary amount of latent buying power 
in order to push the stock above its 
former top, where, at every eighth ad- 
vance over 144%, they will encounter 
a considerable portion of 50,000 
shares. This reasoning, however, is 
all aside from our main argument, 
which is to show how the cue to get 
out will be given by stocks other than 
that in which the operator is working. 

Union Pacific shows on the tape in 
small lots at 18234; New York Cen- 
tral 1100.130.900.%. The rest of the 
market seems to have all the snap and 
ginger taken out of it and the operator 
does not like his position on the long 
side. He has no definite indication to 
sell short, however, but feeling that 
his chances on the long side have been 
reduced to practically nil by the weak 
undertone of the market, he therefore 
gets out of his Union Pacific and 
waits until the tape tells him to sell 
Reading short. 

Union Pacific weakens to 182%. 
The others slide off fractionally. The 
weakness is not positive enough to 
forecast any big break, so he continues 
to wait. There are 1800 shares of Un- 
ion altogether at 18254, followed by 
3000 at 182%. Other stocks respond 
and the market looks more bearish. 

Consolidated Gas comes 16334.%. 
163. This is the first sign of activity 
in the stock, but the move is nothing 
unusual for Gas, as its fluctuations are 
generally wide and erratic. The bal- 
ance of the list rallies a fraction. 
comes 1621%4.%.500.162%. At this 
point Gas, which has been very dull 
heretofore, now forces itself, by its de- 
cline and weakness, upon the notice of 
the operator. He begins to look upon 
the stock as the possible shears which 
will cut the thread of the market and 
let everything down. 

12.45—Gas 500.161%. It is very 
weak. The balance of the list is 
steady, Union Pacific 18254, Central 
13034, Reading 143%. There is a 
fractional rally — Union Pacific to 
182% and Gas to 162. Plenty of Cen- 
tral for sale around 130; Reading is 
143%. 


The rally peters out. There is a 
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gradual weakening all around, but the 
Tape Reader cannot go with the trend 
until he is sure of a big swing. Cen- 
tral comes 12934, showing that after 
all the buyers at 130 are filled up con- 
siderable stock is still for sale. The 
others show only in small lots. The 
market is on the verge of a decline; 
it is where a push or a jar of any sort 
will start it down. Union Pacific is 


heavy at 18214.300.34.200.%, Reading 
143%.3%.1000%, Central 2000.130.800. 
I 


Here is the thrust he has been look- 
ing for! Gas 16334.200.1%4.400.161.300. 
160%.400.160! He waits no longer, 
but gives an order to sell Reading 
short at the market. They are all on 
the run now, Reading 143'%4.600.%. 
1300.%. Central 130.129%, Gas 500, 
159%. Something very rotten about 
Gas and it’s a cinch to sell it short if 
you don’t mind trading in a buzz-saw 
stock. 

The market breaks so rapidly that 
he does not get over 14234 for his 
Reading, but he is short not far from 
the top of what looks like a wide open 
break. 

Everything is slumping now—Steel, 
Smelters, Southern Pacific, St. Paul. 
Union Pacific is down to 1815, and 
the rest in proportion. 

Gas 158%.158.300.157.156.155.154.153 
and the rest “come tumbling af- 
ter.” Reading 14134.500.%4.400.14I. 
140% .500.1%4.200.140.600.13934.500.%. 
Union 181.18074.%4.%4.%4.600.%.5 00. 
180.17934.500.%.300.4%, Central 127%. 

The above illustrates some of the 
workings of a Tape Reader’s mind; 
also how a break in a stock, entirely 
foreign to that which is being traded 
in, will furnish the indication to get 
out and go short of one stock or an- 
other. 

The indication to close a trade. may 
come from the general market where 
the trend is clearly developed through- 
out the list, all stocks working in com- 
plete harmony. One of the best indi- 
cations in this line is the strength or 
weakness on rallies and reactions. 
These will be discussed in a subse- 
quent issue. 

Of course the break in Gas, which 
finally touched 138, is due to the Su- 
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preme Court decision, which was an- 
nounced on the News Tickers at 1.10 
P. M., but, as is usually the case, the 
Tape told the news many minutes be- 
fore anything else. This is one of the 
advantages of getting your news from 
the first place where it is reflected. 
Other people who wait for such infor- 
mation to sift through telephone and 
telegraph wires and reach them by the 
roundabout way of News Tickers or 
word of mouth, are working under a 
tremendous handicap. 
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That not even the insiders knew 
what the decision was to be is shown 
in the dullness of the stock all morn- 
ing. Those who heard the decision in 
the Supreme Court chamber doubtless 
did the double-quick to the telephone 
and sold the stock short. Their sales 
showed on the tape before the news ar- 
rived in New York. Tape Readers were, 
therefore, first to be notified. They were 
short before the Street knew what had 


happened. 


(To be continued. ) 





How to Judge the Value of 
Railroad Bonds—II. 


By George Garr Henry* 
Vice-President Guaranty Trust Co.. New York 


*Continued from the January number. 


time adding to its capital. The 

capital of a road will grow right 
along every year. Roads make improve- 
ments and betterments. For this purpose 
they sell bonds or stocks. These are, of 
course, capital charges. If a road’ is going 
to build a $75,000 bridge, it does not sell 
$75,000 worth of bonds; it sells 
$100,000, or more—it is done on a 
large scale, and then there is so much 
left. They have a Capital Account and 


NY road that is growing is con- 
A stantly selling bonds, all the 


they merely charge certain things to 


capital. This is done at the end of 
every year, or every six months. The 
capital is the amount of money that 
is in the property as represented by 
outstanding securities. Even with the 
best intentions on the part of the rail- 
road management, it is difficult to 
decide these capital charges. Rules 
cannot be laid down which apply all 
over the country 

When roads buy engines, and cars 
they issue what are called Equipment 
Bonds. There is no better form of se- 
curity than an Equipment Bond, if it is 
properly protected. The average load 
of a car in this country theoretically, 
according to the statistics of the Rail- 
road Association, is anywhere from 17 
to 20 tons—that is, the ordinary stand- 
ard box car. But the cars that are in 
operation now do not carry anything 
like that.. Six or seven years ago they 
built cars of from 40 to 70 tons capaci- 
ty. Now they build steel under-frame 
cars of from 80 to 100 tons capacity. 
In handling cars they will sometimes 
put a little 40-ton capacity car, or a 


—, 


*A Lecture in the Course of Banking and In- 
vestments, Y. M. C. A., New York, Dec. 2, 1908. 


little wooden flat car, in between two 
great 100-ton cars, and the first time 
the engine starts they pull out the 
whole end of the light car. This sort 
of thing makes it difficult to figure 
how long these cars will last. The 
Interstate Commerce Commission has 
ruled that they credit their capital in 
such cases. Supposing it to be normal 
equipment. In case of a $1,000,000 
issue they must credit or pay off 
$100,000 per year so that the whole 
issue will be paid in ten years. 

Before I came up here to-night I 
looked up the Interstate Commerce 
Commission report to see how safe the 
average American railroad bond is. I 
think this will be of interest to you. 
These figures are taken from the last 
annual report of the Interstate Com- 
merce Commission for the year ending 
June 30, 1906. (They are always a 
year and a half behind the times.) By 
this report it is shown that the total 
capital—that is, stocks and bonds—of 
all the railroads of the United States 
was $14,570,421,478, of which $7,756,- 
661,385 or 53.31 per cent. was in bonds 
and 46.69 per cent. in stocks. In other 
words, that was the nominal capital, 
or par value of bonds and _ stocks. 
Such a comparison is rather mislead- 
ing, because it represents par value. 
(When you come to figure the equity 
it doesn’t make any difference as to 
the par - value of the bonds and 
stocks.) The table shows the Balance 
Available for Dividends after paying 
all operating expense and fixed charg- 
es as $437,000,000, which is nearly 7 
per cent. on the par value of the stocks. 
At the market price of these stocks, 
they do not show quite so well. 
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It is generally conceded that a rail- 
road must earn 10 per cent. on its 
stock. Some say that the average 
railroad stock in this country is worth 
$70 per $100 share. If we figure that 
they must earn Io per cent. at par, 
seven per cent. earned would make 
them worth 70. The market value of 
the stocks would be $4,570,000,000 
against a par value of $7,766,000,000. 
In other words, a little more than half 
the par value of the bonds. Or, if we 
express it in percentage, the bonded 
debt would represent about 53 per 
cent. of the total market value of the 
property, figuring the bonds and esti- 
mating the market value of the stocks 
as worth 70, at which they earn Io per 
cent. on their price. 

Now when it comes to the safety of 
the interest, note these figures. The 
net income of the roads after paying 
operating expenses and adding their 
other incomes was $948,000,000, and 
their fixed charges, including interest 
on the bonds and interest on current 
liabilities and taxes $391,000,000, leav- 


ing a balance for dividends of $457,000,- 
000, against interest charges of $391,- 


000,000. In other words, their net 
earnings could be a little more than 
cut in half before it would affect the 
payment of interest on the railroads’ 
obligations. 

Some time ago I made a comparison 
—I did not take certain roads for any 
special reason, but took the two traffic 
lines of the east, the New York Central 
and the Pennsylvania, and two west- 
ern roads, Great Northern and Union 
Pacific. This was April Ist, 1908. 
You will remember that last year 
traffic was very poor and the stock 
market in March, while not as low as 
it was. during the panic, was very 
much lower on the first of April than 
now. I found that, taking the market 
values of these stocks, Pennsylvania 
was bonded for 42 per cent. of the 
value of its property in bonds, New 
York Central 50 per cent., Great 
Northern 44.3, Union Pacific 45.9. In 
other words each of these standard 
roads was bonded for less than 50 per 
cent. of the total market value. In the 
case of Great Northern, Union Pacific 
and Pennsylvania, more than half the 
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market value of the property could be 
erased before the lien of the bonds 
could be impaired. Of course the 
underlying bonds, the prior liens and 
first mortgages of these systems are 
protected by still greater equity. 

I trust I have made this plain. I 
have tried to give you an idea as to 
how to judge the value of a bond, and 
have shown by these figures how these 
reports have been on the average. 

WHEN TO Buy. 

A man may be unsuccessful in in- 
vesting money because he may buy 
bonds at the wrong time. Nobody can 
be successful in this line unless he is 
able to judge whether conditions are 
favorable for the purchase of bonds or 
not. Of course, certain institutions, 
like the life insurance companies, have 
a great deal of money to invest every 
year. Money rolls in to them. They 
invest it. There is no use in their 
selecting times when bonds ares low 
and holding them to sell out when 
high. Their income comes in and 
they place it to the best advantage by 
taking the best thing that is offered at 
the time. With most individuals it is 
very easy not to buy now, but to wait 
two or three or four years, if necessary 
—to select the right time. 

I want to show you that all market 
movements of negotiable securities— 
and this applies equally to stocks as to 
bonds—are subject to the control of 
two influences. One of these is the 
Loaning Rate of Free Capital; the 
other is the General Condition of Busi- 


ness. actors 





Of these two factors the Loan- 


ing Rate is usually more. important, so 
far as certain grades of securities are 
concerned; and the General Condition 
of Business is much more important 
so far as other grades are concerned. 
You take a choice municipal bond, the 
City of Boston 4 per cent. bonds for 
instance; it doesn’t make any differ- 
ence what the condition of business is 
in their case. The interest on the 
bonds of the City of Boston will be 
paid just as surely in bad as in good 
times. They will collect the taxes all 
right. In times like these, interest 
rates are very low, and it is natural 
that people who have money to invest 
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buy bonds which are high grade, such 
as the City of Boston bonds. After a 
while conditions will change; interest 
rates will be high. At a time when 
they are high it stands to reason that 
‘the fellow who has that kind of stuff 
sells it in order not to be loaning the 
money too cheaply. There always 
tends to be an adjustment between the 
two. At a time when interest rates 
are low, all bonds tend to advance to 
a point where their yield is greater 
than the yield from loaning money. 
‘When interest rates are high, bonds 
tend to go down. That is axiomatic. 

The other factor—general business 
—is equally true in its effect. A man 
who buys Great Northern at 350, as 
some people did, does not consider 
whether it is a good purchase as far as 
the money rate goes. The stock only 
pays 7 per cent. Why did he buy it? 
Because he saw what the general con- 
dition of business was. Their earn- 


ings were so high that it was only a 
question of time when they would 
have to declare a great extra dividend 


or scrip dividend. He thought he 
would get a melon of some kind. Un- 
der those conditions you go in and buy 
a stock at a price where the loaning 
rate of money would not influence 
you at all. Take to-day: Stocks like 
Reading are selling at and yielding 
very little over 3 per cent. Nobody 
is buying that as an investment prop- 
osition—I mean to get the 3 per cent. 
They are buying it because of the 
prospects. They are looking forward 
to the time when it will sell at 200 or 
300. If they thought the company 
would not mine any more coal than 
last year, they would not be buying 
the stock to-day. 

Second and third mortgage bonds 
and stocks of this sort are influenced 
almost entirely by the general condi- 
tion of business. The investor says, 
Business is good, so I will buy some 
of these “pups.” I will make a little 
on them. On the other hand, if busi- 
ness is poor, the investor will say, I 
will buy stuff like City of Boston 4s. 
a does it simply as a business opera- 
10n., 

These two factors sometimes act to- 
gether; when they do the effect is 
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irresistible. We are in exactly that 
kind of a time now.* Interest rates 
are low. We cannot loan money. We 
pay two per cent. to banks on money 
which we cannot loan out. We have 
had an election which has pleased 
most of us, so far as business goes. 
We think things are going to be good, 
business better, money rates low. 
Both of these influences are operating 
to advance things. All classes of 
securities for the last two or three 
months have been going up. Usually 
that is not so; usually these two 
forces work against each other—the 
better business is the higher money is. 
Tight money has the effect of reducing 
the prices of securities, and good busi- 
ness conditions have the effect of ad- 
vancing them. Between the two the 
inter-connection is usually economic. 
It has the effect of imparting a very 
weak appearance to investment bonds; 
it gives such a weak appearance to se- 
curity markets that everybody thinks 
prices are being subject to manipula- 
tion and speculative influences. 

In a general way the movements of 
all securities are affected by these two 
influences; you can see it just as well 
as if you were studying the law of 
gravitation. Let us take a case where 
interest rates are very high, and the 
prospect of business conditions is very 
good—at least where everybody 
thinks the prospect of business is 
good. We will say we are back in 
1906, or 1907. Money rates were very 
high. You could not get money. If 
people wanted to borrow money they 
had to pay fancy rates for it. Mr. H.- 
H. Rogers, supposed to be worth an 
enormous amount of money, came to 
make a loan on his property. He had 
to pay a high rate for the money. 
Everything was O. K., his road was 
absolutely sound, but he could not get 
any money except by paying very 
fancy rates for it. Business condi- 
tions looked very good; everybody 
was making money; totals were big- 
ger than ever before. 

What was the effect on security 
prices? All high grade stuff was 
going down—Baltimore & Ohio Prior 
Lien 3%s, Lake Shore First Mortgage 
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3%s, New York Central 3%s, Pennsyl- 
vania Consols—all stuff which did not 
yield much. People said they could 
not afford to hold such _ securities. 
Middle grade stuff, often yielding 3 
per cent., was going down. Why? 
Because you could get 6 per cent. for 
money. Stocks like Reading were 
selling at 160. It was a very curious 
looking market, yet it was perfectly 
natural. The high grade stuff was 
going down to a point where it was 
yielding just as much money, and the 
second class stuff was going up to a 
point where people thought they were 
discounting the future. That is a con- 
dition favorable to the decrease of high 
grade stuff and the advance of poor 
stuff. 

Take a time when interest rates are 
low and business bad. What would be 
the effect? High grade stuff would 
go up. Some bond dealers gaid, “I 
hope Bryan will be elected.” Why? 
“Because,” they said, “we will have 
‘bum’ business and higher prices for 
bonds.” It would have had that effect, 
too. High grade stuff would have 
gone up. 

Supposing you had, in prospect, poor 
business conditions, money easy, high 
grade stuff going up, middle grade 
stuff going up. People would be a 
little afraid of them. Supposing earn- 
ings were getting poor. People would 
say, I had better slip the low grade 
and get into high grade stuff. The 
tendency of money would advance the 
latter. What would be the effect on 
the other stuff?—third and fourth 
mortgage bonds—something that is 
not so good? You would say, “I can- 
not hold them, I am afraid of them. 
I will slip them and buy high grade 
bonds. I want something safe.” That 
is the effect. 

Up to this point I have only shown 
that market movements of securities 
are subject to two influences. I want 
to make this point final, to show that 
these two influences can always be 
counted upon to act with perfect reg- 
ularity, and in a_ perfectly normal 
way throughout the course of a credit 
cycle. In every civilized country, 
business conditions undergo alternate 
periods of prosperity and depression; 
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these changes are in cycles of substan- 
tially the same length. Of course, we 
say that the recent panic came a little 
ahead of time. There was a good 
reason for it. A little spirited talk 
about capital, rebate, rake-off, etc., had 
the effect of making capital timid. To 
the extent that it made capital timid, 
it was as if the supply of capital had 
been lessened. The very fact that it. 
came a little sooner than expected in- 
dicates that we will get over it quickly, 
and it will have been a good thing. On 
the other hand, certain things retard a 
crisis. If a country puts out an abun- 
dance of paper money, it has the effect 
of putting off the approach of a crisis, 
because it creates more capital. This 
is a bad thing, because such an in- 
crease is entirely artificial, and it only 
makes the day of reckoning more 
severe. 

We have a big panic every twenty 
years, and a half-way panic every ten 
years, or substantially so. What is 
the course of interest rates and busi- 
ness conditions during one of these 
cycles? You can tell beforehand how 
the prices of bonds will be affected. 
Right after a panic money becomes 
very easy. We have had rates, partic- 
ularly last Autumn, at 20 per cent. for 
call money for a week. I think at one 
time it did get over 100 per cent. (The 
year before we paid 125 per cent. That 
was very tight money.) You could 
not get money at all. That was in 
October or November, 


1907, while in 
December we had very low money. It 


was down to 4 percent. It went low- 
er and lower, until time money ruled 
at 3% to 2 percent. That is very low 
money. 

The amount of money required 
throughout the country for operating 
money, till money, counter money, 
pocket money, and all that sort of 
thing, is enormous. So long as the 
volume of business goes down so much 
money is not needed. Money then 
flows in to the big financial centres, 
like New York, Chicago, and St. 
Louis, and piles up there. This is not 
capital, it is money. Do not make any 
mistake about that. It has no effect 
in stimulating a renewal of business, 
because in a sense it only represents 
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people’s liquidation of their invest- 
ments. 

This goes on for a year or two years. 
Gradually things look better. Times 
improve. The change may come 
quicker or slower. Mines will open, 
new railways will be built, manufactu- 
rers will put up new plants here and 
there, factories will be started, and 
similar kinds of vast enterprises, all 
calling for money. The laborer has a 
little more to do. This goes on until 
gradually interest rates rise and rise. 
Just before the panic interest rates get 
very high, and money cannot be bor- 
rowed at any price. Optimistic men 
do not see the warning. They try to 
borrow money from abroad and from 
the Government through the national 
banks. If people will not buy securi- 
ties they are asked to make loans. 
This expansion continues until some 
trifling incident—like last year—some 
unimportant thing starts the ball roll- 
ing. Banks say, “I wonder whether 
So and So is good; I guess I will call 
his loan in.” Then the whole thing 
comes down like a house of cards. 

You can trace through these periods 
the probable course of any grade of 
bond you may select. Right after a 
panic money gets easy. High grade 
bonds then are low because, under the 
influences of high money they have 
been going down. After a panic peo- 
ple buy high grade stuff. That grade 
of bonds rises and rises to a point, 
somewhere towards the middle of the 
cycle, where it is on a parity with 
money rates. Money rates’ then 
necessarily go up, and people say, “I 
won't buy any more high grade stuff 
now; I am afraid it is going to drop.” 
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For awhile momentum will carry it 
along. As, long as high grade bonds 
go to a point where money is worth a 
little more than bonds, it follows from 
that there is no more profit left 
in buying bonds. As long as you can 
get 4% to 5 per cent. for six months’ 
money you do not want to buy any 
more of those bonds. They will go 


down until the next panic. 


Take the third grade bond; it comes 
out of a panic at a-pretty low price, be- 
cause it is seen that they are going to 
have trouble ahead. People will say 
that such bonds are pretty low; they 
may even go along for a whole year 
and not rise a bit. Business conditiors 
are bad and the chances are that the 
road will not be able to earn money 
enough to pay interest on its bonds. 
Then, if money is 3 per cent., they will 
say, “I will not buy that bond.” 


If a bond pays a larger percentage 
—lots of them do—they are even then 
afraid to buy it, for if it should go into 
the hands of a receiver it would not be 
worth 30. 

The recent panic has been a quick 
one; the “pups” have already risen in 
price. These “pups” of a road are 
next to the stocks, the very last to rise 
in price, and when you find them dojng 
so within a year, it is sure that condi- 
tions will become better. Bonds like 
that will go on advancing until just 
before the next panic. People who 
handle bonds downtown will say now 
that the “juice” is almost out of high 
grade stuff; they will now deal in sec- 
ond and third grade bonds, for, as 
money goes up, high grade stuff will 
go lower. 








Why it Takes Money to Move 
the Crops 


Process By Which the Annual Movement Takes Place 


By JAMES B. FORGAN 
President First National Bank, Chicago. 


HE statement of the process 

I through which large sums of 

money are annually distribu- 

ted through the country for 
the purpose of moving the crops will 
afford an explanation of why it takes 
money to move them. 

Every year, when the crops have 
been harvested, thrashed and made 
ready for market, the farmers begin to 
haul them in team loads to the numer- 
ous grain elevators which have been 
located at short intervals of space 
along the different lines of railroad. 
These elevators, known as country ele- 
vators, are owned by elevator compa- 
nies, usually organized in and located 
at the larger cities, where they have 
large terminal elevators and where 
recognized grain markets exist, and 
are managed by agents of these corpo- 
rations. 

The farmers, having to pay for the 
extra help they employ in their work 
of harvesting and thrashing (the ag- 
gregate of which is much larger than 
might be supposed), as well as to pay 
their store bills, their obligations for 
farm machinery, implements, etc., all 
of which are naturally made payable 
at the time when they can convert 
their crops into cash, take the earliest 
opportunity of converting their grain 
into money for such purposes. They 
either sell it to the elevator companies 
or they place it in store with them, re- 
ceiving for it elevator receipts, or 
“tickets,” on which, as collateral secu- 
rity, they can borrow to within a rea- 
sonable margin of its market value, 
either from the elevator companies or 
from the local banks in the neighbor- 
hood. In either case they secure the 
actual money with which to liquidate 
their own obligations. Quite a large 
number of the farmers act as their 


own bankers, carrying the money 
home with them and only paying it out 
as occasion demands. If they all 
would deposit the money in the banks 
as they receive it and pay their bills by 
checks, as do the merchants, a great 
economy in the use of the circulating 
medium would result, as bank credits 
and checks would take the place of it. 

The elevator agents are supplied 
with money by their home companies, 
and the daily remittances to them 
through the express companies during 
the months of August, September and 
October are very numerous and in the 
aggregate total an enormous amount 
of circulating medium. Where there 
are banks adjacent to the elevators, 
the agents make drafts on their com- 
panies through these banks. The cur- 
rency is ordered shipped through the 
express companies by the country 
banks, as they require it, from their 
reserve city agents at the centers. In 
this way the daily shipments of cur- 
rency during the crop moving season 
from reserve cities, such as Minneapo- 
lis, St. Paul, Duluth, Kansas City, 
Omaha, and many others, either direct 
to the elevator agents or to the coun- 
try banks against the elevator agent’s 
drafts, are very heavy and aggregate 
a very large amount. Simultaneously 
with this movement of money into the 
country there is a movement of grain 
towards the centers from which the 
supply of money to pay for it goes out. 

From these centers the grain is 
again disposed of in the Chicago, the 
Eastern domestic, and in the foreign 
markets, either for immediate or for 
future delivery. In either case the el- 
evator companies again convert it into 
money or raise money on it. If it is 


sold for immediate delivery the money 
in payment of it is immediately avail- 
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able, and if it is sold for future deliv- 
ery it is stored in the terminal eleva- 
tors and elevator receipts are issued 
for it, than which no better banking 
collateral exists. 

The banks in these large grain cen- 
ters buy the drafts with bills of lading 
attached drawn against these eastern 
or foreign shipments, the grain being 
transported to the seaboard by lake or 
rail. These drafts thus handled by the 
banks create for them balances at their 
credit in New York, for practically all 
such drafts are converted into New 
York exchange. 

In order to keep the stream of 
money pouring into the country to pay 
for the grain as it is delivered at the 
country elevators, these banks, at the 
larger grain centers, have to order cur- 
rency shipped in large amounts from 
New York, as well as from Chicago. 
As Chicago itself does no small share 
of the grain shipping and exporting 
business, it has also to order large 
shipments of currency from New 
York. In this method, as can be read- 
ily seen, there is a steady flow of cur- 
rency from the larger or central re- 
serve cities to the smaller reserve cities 
and from the reserve cities to the coun- 
try banks. 

This process, which is kept up daily 
for about three months every fall, at 
once causes the annual movement of 
money for crop moving purposes and 
explains it. After these three months, 
and sometimes a little sooner, the cur- 
rency movement slows down and 
gradually turns the other way. The 
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country banks, finding a necessity for 
mezintaining balances at the centers 
against which to draw to enable their 
customers (the country merchants) to 
pay their bills, ship the currency back 
as it accumulates in their hands. By 
the end of the year, and usually quite 
heavily in January, the shipments of 
currency to the centers is in large vol- 
ume; before the spring it has again 
returned to the centers from which it 
was originally hipped out. 


There is usually a small movement 
of currency to the country at the open- 
ing of navigation, when settlements 
are made between elevator companies 
and those farmers who have carried 
their grain, or part of it, through the 
winter; but this is of short duration, 
and comparatively insignificant in 
amount. 


During the summer the currency 
flows to the larger centers, otherwise 
to the banks in the central reserve cit- 
ies, where it accumulates in large vol- 
ume and lies idle until the crop move- 
ment in the fall again creates a de- 
mand for it through the country. 

The payment of freight to the rail- 
road agents on grain shipped from the 
stations where these country elevators 
are located is another factor that en- 
ters into the demand for currency for 
crop moving purposes. It is noticea- 
ble that a considerable amount of it re- 
turns through this instrumentality, 
the railroad agents shipping it by ex- 
press to the banks at the centers for 
the credit of their different companies. 





The Real Cause of -Panics 


Sound Evidence That Our Depressions Originate in Real Estate Booms 


AMES POLLOCK KOHLER, a 
member of the New York Bar, 
has written a booklet on Panics 
and the Cause and Cure of Hard 

Times. Having made a study of this 
subject for twenty-five years, from 
the standpoint of a railroad man, a 
newspaper reporter, a banker and an 
attorney for large corporations, he 
asks the reader for a fair and candid 
consideration of his argument and re- 
quests that, if he be convinced, the 
feader enlist in the cause of spreading 
this economic gospel. 

Mr. Kohler claims that the coming 
of the recent panic was predicted by 
him long before it arrived and that the 
wonder of the age is that so few of our 
financiers display any knowledge as to 
the real cause of our panics. 

The writer defines panics as “those 
periods of business depression, which, 
in this country, come and go, and come 
and go again, so that their periodicity 
is almost determinable by their regu- 
lar recurrence—those periods of de- 
pression when we have millions of idle 
men tramping the country looking for 
work, when our great railroad systems 
have thousands of cars idle on side 
tracks and hundreds of engines rusting 
in the round houses, when millions of 
dollars lie idle in the vaults of our 
banking institutions, when the wheels 
of industry are almost stopped, and 
business failures increase ; when prom- 
inent business men, tired of whistling 
for prosperity, commit suicide because 
they cannot stand the strain of busi- 
ness failure after their long or short 
period of business success. These pe- 
riods of depression are worse than war, 
pestilence and famine, for to hundreds 
of thousands of our fellow citizens 
they really mean famine, or starvation, 
which is the same thing.” 

He does not consider these little 
Wall Street flurries which come and 
go, and in which this or that bank or 


firm may go to the wall; nor does he 
regard the stock market’s fluctuations 
as any true indication of the existence 
of panics. Such events do not affect 
the. general public nor the nation’s 
welfare. 

In brief, he reviews other theories 
of panics, among them the Sun Spot 
theory. The Sun Spotters claim that 
the crops are affected in some way or 
other by the spots on the sun, but it 
does not appear that there is any hard 
and fast rule as to the increased or de- 
creased fertility or productiveness of 
the soil, whether the sun is wearing 
its spots or not. He refers to Henry 
Ward Beecher’s explanation of a 
panic, namely, “Loss of confidence,” 
claiming that Mr. Beecher did not ex- 
plain why the business community 
loses confidence. He states that vari- 
ous politicians and financiers have at- 
tributed panics to legislation existing 
or threatened on such subjects as cur- 
rency, the tariff, etc., and explains 
that panics have existed during periods 
of both high and low tariff, and during 
Democratic, Whig and Republican ad- 
ministrations. Mr. Kohler has not dis- 
covered that any legislation or party 
domination has either produced or 
cured a panic. Some economic writers 
claim that panics are the result of over- 
production, but, as the author observes, 
it seems absurd to claim that we have 
produced too many shoes, when thou- 
sands of children are only half shod, 
and too much clothing, when many 
people shiver in our streets for lack of 
clothing—all this during hard times, 
which, as they claim, are caused by 
over-production. 

Other writers hold that panics grow 
out of the extravagance of our people 
—that we spend our money too freely. 
By a simple illustration it is proved 
that a manufacturer of luxuries is one 
of the mediums through which the 
distribution of the funds of wealthy 
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people is accomplished. Still others 
claim that panics arise from floating 
capital into fixed capital, the expense 
of foreign wars, earthquakes, etc. 
None of these appear, in the eyes of 
Mr. Kohler, as legitimate underlying 
causes for our panics. 

After briefly reviewing some of the 
alleged causes, Mr. Kohler presents 
his own theory, namely: 

Tuat Our Panics anv InN- 
DUSTRIAL DEPRESSIONS ARE THE 
Direct OuTGROWTH OF REAL 
Estate Booms. 

He claims that every panic we have 
had in this country was preceded by a 
real estate boom, the price of land ad- 
vancing by leaps and bounds prior to 
the occurrence of each. 

Panics are frequently defined as dis- 
eases of business, but nothing has yet 
been said as to the cause of the dis- 
ease. Mr. Kohler defines business as 
the production and distribution of 
wealth, and wealth as something 
which satisfies human desire—a beef 
steak, a suit of clothes, a chair, a box 
of cigars, an automobile or a steam 
yacht. 

As this country produces each year 
billions of dollars of wealth, the prob- 
lem is to distribute this wealth among 
those with whom it is in demand. 
Everyone engaged in mining, farming, 
factories, shops, stores, etc., is engaged 
in this distribution, whether laborer or 
capitalist. 

Three factors are set forth in the 
matter of production, the first and 
most important being LAND, the au- 
thor claiming that without wealth no 
land whatever can be purchased. By 
the term Land he refers to whatever is 
on, in and above the earth, including 
the force of gravity which is utilized 
in waterfalls for the purpose of gener- 
ating power. Even the tides and sun 
rays, were they to be utilized, would 
be included, tor the sake of argument; 
also the electrical and magnetic force 
of the earth, as well as its raw mate- 
rials, coal, oil, iron, copper, etc. All 
these are embraced in this term Land 
which is designated as the first and 
most important of the three factors in 
the production of wealth. 

The second factor is LABOR. In 
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Labor is included not only the muscu- 
lar strength of man, but the brain pow- 
er that stands behind and directs the 
brawn; also those who aid indirectly 
in the production of wealth, namely: 
the teacher, the writer, the actor, the 
artist, etc. With these two factors, 
LAND and LABOR, a great deal of 
wealth can be produced without any 
other help, but it seems that man has 
invented for use as his helper what is 
known as CAPITAL, which is the 
third factor. Capital is the tool which 
Labor uses as an aid in the extraction 
of the natural resources of the land. 

When wealth is produced, it is dis- 
tributed among these three factors, 
one share going to Land (we call it 
Rent); a second share to Labor (we 
tall it Wages), and the third share to 
Capital (we call it Interest). To quote 
the author: 


“The wealth produced each year in 
our country may be likened unto a 
great pie, which is to be cut into three 
pieces. 


The pie may be cut first right 
across the middle, giving us two 
halves, and then one of the halves may 
be cut into two equal pieces, giving us 
one half and two quarters, and still we 
have but three pieces in our pie. Or, it 
may be cut so that each piece will be 
one-third of the pie, or so that one 
piece will be 99-10oths of the pie, 
while the other two pieces will each 
be but 1-200th of the pie, three such 
pieces making the. whole pie. 


“All of this trouble with business, 
which we call panics, comes from the 
way we cut our pie. One of the three 
pieces of the pie is entirely too large, 
and is still growing, while the other 
two pieces are entirely too small. The 
share of the total wealth product 
which is annually going to Land as 
Rent is ever increasing at the expense 
of the shares which annually go to la- 
bor as wages and to capital as inter- 
est. The Real Estate Boom, which I 
have said is the cause of our panics, is 
simply the means, or process, or eco- 
nomic force, by which the share of 
wealth going as Rent to Land grows or 
is increased. The boom increases 
rents and the value of land until capi- 
tal and labor have little left to divide 
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between themselves as 


wages. 
“It is to be noted here that the recipi- 


interest and 


ents of rent for the use of land are a 


very small fraction of the population, 
while those who receive interest and 
wages comprise the bulk of our peo- 
ple.” 


Much has been written regarding 
the struggle between capital and la- 
bor, which Mr. Kohler defines as the 
two wings of a bird or the two feet of 
a man, claiming that they should have 
no quarrel whatsoever; for this con- 
flict between Labor and Capital is not 
over the division of the total product, 
but over what is left after Land takes 
its share, which is known as Rent. 

Capital and Labor are pictured as 
two men in a hand to hand struggle, 
each delivering blows that weaken 
both and threaten them with disaster. 
Meanwhile Rent, standing to one side, 
pelts first one, then the other, until 
the stones thrown by ‘Rent injure 
both the contestants more than they 
can hurt each other. Both the Capi- 
talist and the Laborer seem ignorant 
of the man behind the bush who is 
doing the greater part of the damage. 


“To illustrate, just briefly, how this 
share of the total annual product goes 
to Land as Rent increases, let us take 
Manhattan Island, on which a part of 
the City of New York now stands. 
This island sold for $24 in 1626, and a 
cube 1-1oth of an inch high may be 
used to represent its value then, while 
to-day, 1908, when its value is $2,712,- 
261,571, it requires a cube four feet 
and one-half inch high to represent its 
value. A New York City lot at the 
corner of Forty-second street and 
Fifth avenue sold in 1867 for $47,000 
The same lot sold in 1907 for $850,000, 
an increase in the value of one New 
York City lot of over $800,000 in forty 
years. If we take the $47,000, its value 
in 1867, and calculate its income then 
on a 7 per cent basis, we find that the 
share of the total product of the 
wealth created in 1867 going to that 
one lot was $3,290. If we calculate its 
income in 1907, on a § per cent basis, 
we find that its share of the total prod- 
uct of that year was $42,500. With 
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coal at $5 a ton, this lot received, as its 
share of the total product, 658 tons in 
1867, while in 1907 it received 8,500 
tons. With wheat at $2 a bushel, the 
value of this lot was 23,500 bushels in 
1867, and with wheat at $1 a bushel 
it was worth 850,000 bushels in 1907. 

“This lot is simply a sample of New 
York City lots. Other lots show a 
much more rapid increase than this. 
Every city, town and village in the 
country will show increases in the 
value of its land. That is, the share 
going to the owners of the land in 
these cities, towns and villages in- 
creases as the years go by, if they are 
in the parts of our country where in- 
dustries or farming are carried on in 
their neighborhood. I need not give 
instances of increased values of land 
in our American cities. Every citizen 
can furnish instances of his own. I 
have seen in Portland, Oregon, busi- 
ness lots increase, during a boom, from 
$1,800 in one year to $40,000 the next. 
I have seen in Brooklyn lots on Fifth 
avenue increase in one year from $1,- 
800 to $12,000. 

“During the last boom values of 
lots quadrupled in a single week in 
some parts of New York City, and our 
whole city for five years before the Oc- 
tober panic of 1907, was boomed to an 
extent unprecedented in its history. 
Probably no such land boom has ever 
been seen in the history of any city 
that man has ever built, and some peo- 
ple are trying to still further inflate 
what has already been carried too far. 
This boom was not confined to the 
City of New York, but all of our cities 
and larger towns experienced a real es- 
tate boom, by which rents were in- 
creased and land values marked up 
higher than they were before. From 
the Atlantic to the Pacific, and from 
Maine to Florida, there was some real 
estate boom, though in some parts of 
the country it was more intense than 
in others.” 

To show how the real estate boom 
cripples business, the following exam- 
ple is given: 

“Let us suppose that a clerk, or a 
mechanic, in New York City, is get- 
ting $20 a week as wages, and that he 
pays as rent $5 a week. He then has 























$15 a week, after paying for his shel- 
ter, to spend on the avenue for furni- 
ture, clothing and provisions, and, per- 
haps, out of the $15 he may have a 
dollar or so for luxuries, like cigars 
for himself, ice cream for his wife, or 
soda water for his children. This $15, 
which he spends at the store on the 
avenue, determines to a degree the 
amount of business which the store- 
keeper does; as well, the amount of 
business the various factories who sell 
to the storekeeper do; as well, the 
amount of labor which the employes 
in both the store and the factory will 
have to do; as well, the amount of 
business which the railroads and 
steamships and their employes will 
have to do. Now, a real estate boom 


sets in, and the rent of the clerk or. 


the mechanic is raised from $5 a week 
to $7 a week. He then has but $13 of 
his $20 with which to go to the stores 
on the avenue to buy. 

“But the same real estate boom 
raises also the rents of the stores along 
the avenues at the same time it raises 
the rents of the clerk and the mechanic 
in the flat or tenement. To get back 
the increased rents which they pay for 
the stores, the shopkeepers on the ave- 
nue increase the prices of their goods, 
and we then begin to ‘enjoy’ a period 
of what are called ‘high prices.’ 

“Some politicians claim that as long 
as we have high prices we will have 
prosperity. So we see that after the 
real estate boom has raised the rents in 
the flat and in the stores an entirely 
new condition obtains, to wit, that 
while the clerk and the mechanic, un- 
der the increased rents, have less mon- 
ey in their pockets to take to the 
stores, they find, when they get there 
to buy, that prices are higher than be- 
fore. This at once forces an economy 
in consumption on the part of these 
tenants whose rents have been in- 
creased, and this forced economy 
brings immediate under-consumption 
of the goods in the stores on the ave- 
nues, which reacts upon the manufac- 
turers, whose orders grow less, and 
we have then the phenomenon called 
‘over-production,’ so ‘apparent in 


every panic, and which over-produc- 
tion some people think is the cause of 
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the panic. But this over-production is 
only another term for the under-con- 
sumption resulting from the increased 
rents in tenements and stores brought 
about by the real estate boom. By the 
term ‘tenement’ I mean every dwelling 
that is rented. 

“But let us try an illustration, or a 
parable, as they were called in ancient 
times: A clothier in a town or city is 
keeping in a corner or inside store a 
large quantity of men’s clothing. In 
his store window he has on display 
ten suits of clothes and on each suit 
is fastened a price tag of $10. There 
come to his window ten men, each 
having in his pocket $10 and each 
wanting and needing a suit of clothes 
of the kind, description and price of 
those on display in the window. Un- 
der these conditions the clothier has a 
splendid chance to do business. But 
before they go in to buy one of the ten 
men suggests that they go around the 
corner and play a game of poker. So 
they adjourn to a neighboring room 
and play poker for several hours and 
then they all come around again and 
look into the clothier’s window where 
the ten suits with the $10 tags are 
still on display. But after the game of 
poker, instead of each of the ten men 
having $10 as before, one of them has 
$50, while the other $50 is distributed 
among the other nine. Now, under 
these new conditions, the clothier has 
not the same chance to sell his goods 
as he had before the game of poker. 

“Before the game of poker each of 
the ten men could buy a suit, but after 
the game of poker, while one of the 
ten men can buy five suits, probably 
only one or two of the other nine can 
buy one suit, and six or seven of the 
ten men must abandon the idea of buy- 
ing a $10 suit. But before the men go 
into the store to buy, one of them, ho- 
ping to win’ back his losings, suggests 
that they play some more poker, which 
they do, with the result that at the end 
of the second game one of the ten men 
has $90 of the original $100, and the 
other $10 is scattered promiscuously in 
the pockets of the other nine. It is ev- 
ident that after the second game only 
one of the ten men can buy a $10 suit, 
and, while he has the money to buy 
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nine suits, the chances are that he will 
conclude that a $10 suit of clothes is 
not good enough for him and that he 
will go to another store and pay $50 
for one suit. Now, the $50 suit does 
not require so much labor in the ma- 
king, either in the original material or 
in the tailoring, as would the making 
of five of the $10 suits, and so the game 
of poker has worked disaster, not alone 
to the clothier, but to the tailors that 
make the suits and to the laborers that 
make the materials in the suits, and to 
the business men all along the line. 
This, then, explains how the capitalist 
in the clothing business and the labor- 
er who makes the clothes are thrown 
out of employment, and, incidentally, 
how the owner of the store loses his 
tenant. 

“A real estate boom is simply a 
grand game of poker on a larger scale. 
We need not take part in the smaller 
game, but the larger game is forced on 
us. Like the game of poker, the real 
estate boom, brought about largely by 
gamblers and speculators in land, 
simply concentrates the wealth of the 
many in the hands of the few. And 
while the few have more money to 
spend on costlier things, after the 
boom, the many are compelled to go 
without even the cheapest of products. 

“When William Waldorf Astor, who 
visited us several years ago, gave his 
agent an order to raise his rents 20 
per cent, he increased his own income 
at the expense of 150,000 New York 
City tenants, who are all consumers of 
American products. Mr. Astor con- 
sumes very few American products. 
Indeed, it seems that the country from 
which he draws his immense revenues 
($10,000,000 a year, I am told) is not 
good enough for him to live in. But 
he is not the only one who increases 
rents after a period of business pros- 
perity has set in. He simply sets the 
pace and the owners of the other large 
estates follow. The Astors, the Rhine- 
landers, the Goelets, the Lorillards, 
and the rest of the ‘400’ in our Ameri- 
can metropolis, all raise their rents at 
the same time. That is, they raise 


their rents when the business prosper- 
ity enables them to ask more rent 
from the tenant. 
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“It is like setting out a pan of milk. 
When the cream rises the cat comes 
along and laps up the cream and leaves 
nothing but skimmed milk. Another 
pan is set out and the cat again laps 
up the cream and leaves the skimmed 
milk. And so we have periods of busi- 
ness prosperity in this country, when 
all our laborers are employed at good 
wages, when all the rolling stock of 
our railroads is engaged in transport- 
ing or distributing products, when 
every dollar in existence is out in cir- 
culation earning interest which comes 
back to its owner, when the spindles 
in the mills are running night and day 
and orders for goods are increasing 
and collections are prompt and credit 
good, and the cream which we call 
prosperity rises to the top of the indus- 
trial milk-pan. Then in steps the land- 
lord, wherever he has a chance (and 
if he doesn’t see his opportunity the 
real estate boomer will see it for him) 
and laps up the prosperity by increas- 
ing his rents in store, in loft, in office, 
in house, in flat, in tenement; and for 
vacant land which he leases to busi- 
ness men at enormous net rentals. In 
a city like New York only one per cent 
of the population own land, while nine- 
ty-nine per cent are rent payers, or 
tenants. But of the one per cent who 
own land only 1-1oth are rent collect- 
ors, the other 9-10ths being home own- 
ers who are neither landlords nor ten- 
ants. When this one-tenth of one per 
cent of landlords begin to gather in 
the wealth of our great tenant class by 
increasing the rents of the ninety-nine 
per cent a panic, and the consequent 
business depression, is absolutely in- 
evitable.” 


Another element which, as Mr. Koh- 
ler shows, has a disastrous effect upon 
business, is the practice of purchasing 
during real estate booms, vacant lots 
on the instalment plan. It seems rea- 
sonable to suppose that if any man or 
woman with a regular weekly salary 
begins to carry one or more vacant 
lots, the purchasing power of that per- 
son will be reduced by the amount of 
the instalments. Instances are given 
of servants earning $25 per month pay- 
ing $4 per week on vacant lots which 
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they have been induced to buy. 

The effect of 10,000,000 consumers 
economizing in order to pay for these 
lots is directly felt by the store keeper, 
who complains of poor business and 
curtails his buying orders. When a 
person buys ice cream, soda, cigars or 
a periodical he gives employment to 
those who produce such things, but 
when he buys Long Island sand he 
gives employment to merely a few 
selling agents, a surveyor and a plow- 
man. 

Mr. Kohler claims that 90 per cent 
of the people who buy lots in this way 
lose all the money they have put into 
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them, as well as the lots, through fail- 
ure to complete the instalments, owing 
to loss of position, sickness or for 
some other reason. 

The author shows that the gradual 
return of prosperity is accomplished 
through the forced economies of mil- 
lions of people, resulting in much low- 
ér rerits and consequent increased pur- 
chasing power of the masses. 

Mr. Kohler’s booklet deserves the 
attention of every student of affairs, 
every financier, banker, investor and 
speculator. 





*Copy mailed on receipt of 10 cents. Address 
J. P. Kohler, Temple Bar Building, Brooklyn, N. Y. 


The Consolidated Stock Exchange 
of Philadelphia 


A Glimpse at Its Floor-—Its Methods and Organization 


APPENING to be in the Qua- 

H ker city a few weeks ago, I 

dropped in to look over the 

Philadelphia Consolidated 

Exchange, an institution made more or 

less famous in New York by the fail- 
ure of John A. Boardman & Co. 

I found the Exchange located in a 
back room on the ground floor of a 
not especially prominent street—a 
room perhaps 30 feet by 50 feet. On 
one side wall was a black board occu- 
pying about half the space, in the cen- 
ter. of which was a telegraph sounder 
emitting what were apparently New 
York Stock Exchange quotations. 
These were promptly posted on the 
board. 

There were about 25 people in the 
room. Ten of these occupied chairs in 
a sort of ground-floor gallery. Appar- 
ently they had nothing else to do but 
watch the quotations. None of them 
seemed to be giving orders. All kept 
their eyes riveted on the prices. 


Opposite the board were a dozen or 
more small booths, each containing a 
telephone or telegraph instrument. 
About half of the booths were occupied 
by clerks. I suppose these were tele- 
phone clerks or telegraph operators, 
but they might have been anything 
else, as they were doing nothing. 

At the far end of the room was a 
small place partitioned off apparently 
for the executive officers of the Ex- 
change. I asked for information re- 
garding membership, etc., and was told 
that the president would be out to see 
me after the close. There seemed to 
be a lot of buzzing over the fact that 
I wanted to know something about the 
Exchange, and after two or three had 
put their heads together regarding the 
matter, I was left to twirl my thumbs 
for a half hour or so! Meantime I did 
not observe any feverish activity on 
the part of the members, although I 
think there were two ro-share lots of 
Smelters sold during this time. 
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It happened in this way: One of the 
clerks received a message over the 
wife, looked at the quotation board, 
and shouted out that he would “sell 10 
Smelters at %.” The few persons, 
who were supposedly members, did 
not respond. The seller went back to 
his wire and a few moments later came 
out and shouted again, “Sell 10 Smelt- 
ers at 4.” One of the loungers, with- 
out changing his expression or making 
any bid whatever, simply remarked: 
“T’ll take it.” The buyer may have had 
an order or he may not, but it looked 
rather strange, to me that he should 
want to buy that particular amount of 
stock at the offered price, when there 
were 99 other kinds of stock at various 
prices. He had made no previous ef- 
fort to buy anything. 

Later the same seller disposed of an- 
other lot of 10 shares of Smelters to 
another party, who looked equally dis- 
interested, and who also said, “I'll take 
it,” without displaying the source of 
his order or making any preliminary 
effort or bid. 

As soon as the last quotation was 
posted, the “gallery” filed out like the 
awkward squad in a regiment, and the 
clerks at the booths “folded up their 
tents like the Arabs and stole away.” 
Another quarter of an hour and the 
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President emerged from the executive 
offices and tried to get by without see- 
ing me, but I nailed him and started to 
pump for information. 

He stated that the concern was in- 
corporated, there was the charter on 
the wall, but that, as the list of mem- 
bers was changing constantly, they 
had never gone to the trouble and ex- 
pense of having it printed. There 
were about 50 members, he said, half 
of whom were out of town. Seats 
were worth $300, according to the last 
sale, and the Exchange was making no 
special effort to add to its membership, 
as they were doing very well, paying 
expenses, and had no reason for be- 
coming aggressive. 

Asked if he could state some of the 
members’ names, he replied that he 
could not just recall them offhand, but 
that if we would like a list, they were 
on the books, and he had no doubt the 
Secretary would furnish a copy. I 
have since written for the list, but per- 
haps the Secretary did not get our ad- 
dress correctly. 

Judging from what I saw, as well as 
from what I failed to see, I do not 
think that the members of the New 
York Stock Exchange need tremble for 
fear of possible competition from this 
source. . 














A Test of Mechanical Methods 


Thos. Gibson and “The Analyst” Both Have Propositions to Make 


R. R. D. Wyckoff, 
Editor “THe TIcKer.” 
My dear Mr. Wyckoff: I have not 


found time to reply to Mr. Manwar- 
ing’s challenge in your last number. I 


have not been feeling at all well re-- 


cently, and have limited my work to 
what was absolutely necessary in the 
way of personal correspondence. At 
any rate, I do not think I would care 
to enter into a controversy on this sub- 
ject, which might become rather ex- 
tended. It would also be extremely 
dificult for me to answer Mr. Man- 
waring, as I do not possess any knowl- 
edge of the character of his plan. My 
own recent attacks on mechanical sys- 
tems have broadly covered the numer- 
ous systems founded on counting the 
sales each day, charts and other meth- 
ods, all of which I have found to be 
absolute fallacies in the long run. 

If Mr. Manwaring wants to test the 
matter in its comparative light, how- 
ever, I will make this proposition: I 
will deposit with any reputable broker 
who deals in fractional lots, a small 
amount, say $1,000; let Mr. Manwar- 
ing deposit the same amount and let 
us both go ahead for a year and see 
who shows the greatest amount of 
profit or the smallest amount of loss 
at the end of that period. This, it 
seems to me, would be the most satis- 
factory method of procedure and de- 
cidedly the best evidence, as it seems 
to be invariably the case that systems 
which show very fairly on paper, for 
some unknown reason, fail to work out 
in actual transactions. If you have 
ever been to Monte Carlo you know 
that there are dozens of men around 
the tables who have systems which 
they can demonstrate to you as being 


absolutely infallible, but I have never 
heard of one of them working out. 
Very truly yours, 
THomaAsS GIBSON. 

We have submitted the above to 
Mr. Manwaring, who replies as fol- 
lows: 

To the Editor of THe Ticker: 

Mr. Gibson, in his reply to my of- 
fer to demonstrate my nrtethod of 
mechanically forecasting the market, 
says, amongst other things: 

1. He has no knowledge of my meth- 
od and so could not judge of it. 

In response, I would say that knowl- 
edge of the method is unnecessary to 
enable anyone to judge of the results. 
The results and facts will speak for 
themselves. 

2. Mr. Gibson suggests that he de- 
posit $1,000 with his broker and that I 
do the same, then each trade for, say 
a year, and compare results. 

This would not fairly and squarely 
meet the issue. The question raised 
is not whether or not I can beat any 
one else in trading, but simply and 
solely whether or not I can beat the 
market mechanically. 

It has been repeatedly claimed that 
the market cannot be beaten by a pure- 
ly mechanical method. I claim and 
can demonstrate to any one, that I can 
do it. Whether I can or not is what 
I wish to prove beyond any further 
question. 

To settle the matter, and at the 
same time meet the $1,000 proposition 
of Mr. Gibson, I will state that, while 
T am frequently out of town for a few 
days at a time, and to enable Mr. Gibson 
to select his own time without being 
delayed should I happen to be away, 
I will back one of my clients, a gen- 
tleman to whom I have imparted my 
system, as follows: 
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1. Mr. Gibson to put up $1,000 and 
I to put up a like amount. 

2. Mr. Gibson to read every quota- 
tion of the stock selected from the 
New York Sun, just as there recorded, 
for any period of twelve consecutive 
months during, say 1906, 7 or 8, and 
my representative to call the orders to 
buy or sell and place his stops. 

3. My representative will select the 
stock in which to deal, just as any tra- 
der can who wishes to operate in the 
market, and Mr. Gibson to select the 
twelve-month period, thus eliminating 
any question of memory. 

4. If the test fails to show substan- 
tial profits over and above all losses, 
commissions, etc., for the period test- 
ed, Mr. Gibson is to take the entire $2,- 
ooo. If my representative succeeds in 
showing said profits, I will take the 
$2,000. 

Some have remarked that if I had 
spent my time in studying basic underly- 
ing conditions as a basis of trading it 
would have been more profitable. 

I will here state that my methods 
have been evolved from a full knowl- 
edge of said basic conditions. For 
years past I have compiled and chart- 
ed such matters as statisticians usually 
keep, and much besides which is un- 
known to the average statistician. I 
have consumed many reams of paper 
and many volumes in the compilation 
and tabulation of such data. 

Such tabulation and studies of basic 
conditions are mechanical in that they 
make use of past history as a basis for 
the assumption that because the mar- 
ket before acted in a certain way un- 
der said condition, it would, therefore, 
do so again. 

Mr. Gibson repeatedly refers to past 
conditions and the consequent market 
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movements, and then, under like con- 
ditions, forecasts like movements. 

He publishes, amongst others, the 
following: 

(a) Chart showing rise after dull 
periods. 

(b) Chart showing course of market 
in previous Presidential years. 

(c) Chart showing course of market 
for 14 years in which labor trouble 
has occurred. 

(d) Chart showing stock prices, 
crops, trade balances and bank clear- 
ings, and many others. 

Surely such methods are mechanical, 
at least to the full extent to which they 
are valuable. In addition, it takes 
much training and an expensive statis- 
tical department to enable the trader 
to draw even approximately correct 
conclusions from such material. 

The flaw in all such work is that 
such general studies never say to the 
operator buy now or sell now. He is 
left in a mental fog. What the trader 
craves and hungers for is something 
which will tell him at this particular 
minute what to do. Just this I have. 
With my method the buying and sell- 
ing indications are clear, distinct, and 
exact, leaving no room for guess work. 
It is not complicated, requires no 
charts or elaborate records. It can be 
operated away from the ticker. It tells 
the day before what should be done 
the next day. Any twenty-year-old 
boy can use it and be confident of suc- 
cess. 

I shall be glad to hear from Mr. Gib- 
son or anyone else who wants my $1,- 
000 on the above terms. 


Grorce A. MANWARING. 
77 W. 34th St., 
Bayonne, N. J. 











Legitimate Mining Investments 
By Wm. H. Tibbals 


to consider two interpretations 
of the word legitimate. There 
are many mining investments 
which are legitimate, that is, which are 
according to law, but which may not, 
however, prove to be profitable. The 
promoters, or brokers, may put the 
stock on the market and dispose of it 


| N discussing this subject, we have 


and yet not be liable for any infringe- - 


ment of the law. I take it, however, 
that the general inquirer has more 
than simply the legal question in view. 

Many wildcat stocks may be put on 
the market legitimately. Those who 
invest in such stocks may rely too 
much on the word of the broker, or 
promoter, and may not take sufficient 
care in making their investments. The 
enterprise may, therefore, prove a fail- 
ure so far as the promoter and invest- 
or are concerned. 

The investor has himself largely to 
blame for the number of mining com- 
panies that are organized simply for 
the purpose of selling stock. He is 
too often ready to take a chance be- 
cause, forsooth, Mr. Smith has invest- 
ed in stock at 5 cents a share and has 
sold it at $5 or possibly $10 a share. 
He is, therefore, willing to risk a few 
hundred or a few thousand dollars on 
what he believes to be such a chance. 
The promoter has given him informa- 
tion regarding neighboring properties, 
and shows the possibility of an invest- 
ment in his stock. Without investiga- 
ting at all, the money is invested. If 
ordinary care were exercised in ma- 
king these mining investments there 
would be more success in developing 
prospects into mines and fewer losses 
through investments in prospect 
stocks. 

Mining is certainly a legitimate and 
profitable business. We may fook at 
the records of some of the wealthiest 
men in the country and we find that 


they have made fortunes through small 
legitimate investments. The mines 
themselves have turned out millions of 
dollars every year in the way of divi- 
dends. There is no mine made in a 
day, and no mine is developed without 
the spending of a great deal of money, 
and without taking a great deal of 
time. Years of time and millions of 
money are required to develop a mine 
like the Calumet and Hecla, the Utah 
Consolidated and the Centennial-Eu- 
reka of Utah, and many other such 
properties. These were not long ago 
mere prospects and some of them were 
pronounced as failures before the de- 
velopment of the wealth found now 
within their territories. The Utah 
Consolidated was worked as a gold 
mine. A large mill was built and later 
torn down because the mine and mill 
were a failure. However, in developing 
the property still further, one of the 
big copper mines of the State of Utah 
was found. This has already paid in 
dividends in less than eight years $7,- 
992,000. 

When the Centennial-Eureka was 
being developed, two poor men were 
spending all the money that they could 
get, seemingly without promise of 
success. One of them was cautioned 
by a friend not to keep putting his 
money into that hole in the ground. 
He replied to his friend, “Mr. P, we 
are not spending your money.” These 
men kept on borrowing and working 
until they had taken out more than 
$2,000,000 in dividends, and they sold 
the property for $2,000,000 or more. It 
is estimated by competent engineers 
that within this territory there is now 
blocked out ore worth $100,000,000. 
There were some, however, who in- 
vested money in the stock of this com- 
pany at $5 a share who would have 
been glad to have sold out later at $1 
a share because they felt that it would 
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be a failure. Those who held on were 
successful and made a fortune. The 
above are only a few instances of the 
vicissitudes in the development of 
prospects, yet they may be taken as 
general examples. 

There are several things which must 
be considered. One of these is that 
the property should be well located in 
a district with good indications of 
ore. Another is that the management 
should be capable and honest. The 
management may be capable but dis- 
honest, or it may be honest and yet, 
from lack of experience, incapable. 

The promoter comes in often as the 
means of securing funds for develop- 
ing such a prospect. There is always 
a chance, of course, for a mistake, and 
therefore for a loss. It cannot be true 
that more money is invested in mining 
than is taken out, but it may be true 
that not more than one or two of such 
investments prove successes. How- 
ever, some of these which have failed, 
or seem to have failed, have been ta- 
ken hold of again and have been made 
a great success. There are many such 
instances in the various districts of 
Utah. 

There is one consideration which 
has been lost sight of by the investor. 
Ordinarily those who are in the east, 
or far from the mining sections, wait 
until the property has been yielding 
dividends for some time and_ then 
make their investments. Such invest- 
ments are too often disastrous. There 
are many such instances. One bought 
Silver King at $80 a share because it 
was paying 66 2-3 cents a share per 
month in dividends. This was good 
interest on $80. The investor, while 
he was getting good interest, saw that 
his principal was dwindling away and 





THE TICKER 


the stock declined every year more 
than the dividends amounted to. The 
investor, however, might not have lost 
all this if, as he saw the stock decline, 
he had sold. The second buyer also 
sold and so the loss was distributed. 
The one who paid $80 a share bought 
it of a party who secured it at only 
$2.50 a share and sold it after he had 
received $40 a share in dividends. 
Here was a return of $120 on an in- 
vestment of $2.50. Those who bought 
Daly West at $50 a share because it 
was paying big dividends saw their 
principal wasting away. 

What, then, is the lesson that we 
can draw from these illustrations? It 
is a better way to buy the stock when 
the company is in its prospect stage, 
and before it begins the payment of 
dividends. It is wise always to sell, if 
possible, when the stock is at its 
height, if one can judge this point. 

If I were to make any recommenda- 
tions on mining investments I would 
say, buy the stock when it is low and 
sell when you can double the money, 
or at least sell enough of the stock to 
free original capital for reinvestment. 
By following this course one would 
never lose in mining investments. 

It takes capital to develop a mine. 
It is legitimate to ask the many to 
subscribe a few dollars to help in such 
work. The promoter offers, therefore, 
an opportunity which could not other- 
wise be made. As already stated, how- 
ever,. the purchaser, or the one who 
proposes to invest, should use ordi- 
nary business judgment and make his 
selections with wisdom. If this course 


is followed there would be fewer wild- 
cats set free in the country, and there 
would be fewer complaints about pro- 
moters and mining investments. 

















What Constitutes Strength in a 





Brokerage House? 


N view of recent developments in 

| New York Stock Exchange cir- 

cles, the above query seems per- 
tinent. 

How is the outsider to know, in 
sending a check to a brokerage house, 
whether it is a safe custodian for his 
funds; that it is solvent at that par- 
ticular moment; that it will remain 
sound and pay him his money on de- 
mand? 

A mercantile house seeking credit, 
furnishes to the commercial agencies 
a sworn statement showing the amount 
of stock on hand, bills receivable, and 
cash in bank. Its liabilities are like- 
wise set forth.’ The statement is 
sworn to. Any business man can tell 
from the figures whether the house is 
entitled to credit or not, this conclu- 
sion being generally influenced by the 
excess of assets over liabilities. 

A banking institution is subject to 
State or Government control; its con- 
dition is regularly scrutinized by offi- 
cial examiners; it also comes under 
the supervision of the Clearing House. 
Depositors therefore have the assur- 
ance that strong hands hold the reins 
and sharp eyes are watching in his 
behalf. 

The client of a brokerage house has 
no such protection. He must depend 
solely upon the integrity of the broker. 
He is obliged to take it for granted 
that the broker’s capital is ample, his 
methods conservative—that there are 
no leaks or loose ends where weakness 
might develop. , 

Ask the first ten traders you meet 
why they do business with a certain 
house in preference to others—why 
they consider the house sound—and 
you will receive the following replies: 

“T’ve known them for years. They 
have always treated me squarely. I 
believe they are all right.” 





“They've been in business so long 
they must be sound.” 

“I’ve a friend there and he says they 
are all right.” 

“Oh! Those people have got all 
kinds of money,” etc., etc. 

But if one of these traders happens 
to be a wholesale merchant and you 
ask why he extends credit to a cer- 
tain retailer he will reply, “Why? That 
fellow carries a stock of goods worth 
$20,000. He has a bank balance of 
$8,000, and only owes about $3,000.” 

In the latter instance he knows the 
responsibility of the house; that of the 
broker he takes for granted. 

Should he secure a Mercantile 
Agency report upon the brokerage 
house, it will give him the partners’ 
names, ages, whether married or sin- 
gle, whether they own real estate and 
what their former connections were,e 
ending with something like this: 
“While no definite statement is ob- 
tainable, it is believed that the respon- 
sibility of the firm is something in 
the neighborhood of $200,000. The 
reputation of the partners has never 
been questioned. We therefore con- 
sider the firm entitled to confidence.” 

Now a “responsibility” of $200,090 
may indicate much or nothing. It may 
be that the firm has $200,000 cash cap- 
ital in its business. Or it might have 
only $50,000 capital, the remaining 
$150,000 representing the personal 
worth of the individuals composing the 
firm. Each partner being personally 
liable for all indebtedness of the firm, 
their aggregate wealth would practi- 
cally be back of all partnership obli- 
gations. It makes a difference, how- 
ever, in estimating the soundness of 
the firm in this regard: The house 
may be doing a business too large for 
$50,000 capital but conservative when 
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considered from the standpoint of 
$200,000. 

The amount of stocks a broker is 
carrying bears a relation to the 


strength of the house different from - 


that of the goods on the shelves of 
the merchant. The broker having 
bought $10,000 worth of securities, de- 
posits them as collateral with his bank, 
together with $2,000 worth more as 
margin on the loan. Half of this mar- 
gin is his client’s; the other half is 
supplied from his own capital. In 
other words the bank holds the securi- 
ties and the broker, having put up the 
necessary collateral as margin does 
not have to ask favors (credit) of 
anyone. He therefore is not under the 
necessity of furnishing a Mercantile 
Agency with the inner details of his 
business. 

The merchant assumes a different 
attitude. He holds the goods. He 
promises to pay the bill and if neces- 
sary goes to his bank to obtain funds 
when the bill is due. The goods are 
not delivered to the bank but kept in 
his store. All the bank has to show 
for its money is a written note or 
“promise to pay.” 

The merchant depends upon the 
Agency report as a basis for credit. 
elhe broker does not. That is why 
brokers furnish such meagre informa- 
tion to the Agencies. 

The bank with whom a firm deals, 
when questioned will say, “We con- 
sider them a reliable house. Thev 
keep a very satisfactory balance with 
us and their loans are always well 
margined.” 

This is all very well, so far as it 
goes. but the inquirer is simply reas- 
sured—he has no facts on which to 
form a definite opinion. A_ balance 
satisfactory to the bank may be very 
small in comparison with the firm’s 
obligations. Brokers are not allowed 
interest on their bank balances, there- 
fore the amount on deposit is unpro- 
ductive from the point of actual yield. 
The main advantage derived from 
keeping money in the bank is the 
amount and the kind of accommodation 
which it secures. ‘To explain: Bro- 


} kers are obliged, in the course of their 
business, to draw checks for more 
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money than they have in the bank. A 
house having an average bank balance 
of $10,000, we will say, has bought 
$100,000 worth of stock. The certifi- 
cates are delivered at the cashier’s 
window and the firm’s check for the 
full amount must be given forthwith. 
The check, when issued, is immedi- 
ately presented at the bank for cer- 
tification. The broker has provided 
for this by depositing with the bank 
a demand note covering the approxi- 
mate amount which he asks the bank 
to certify, such arrangement being 
made when the account was opened, 
and adjusted at times to meet the vary- 
ing demands of the broker. The note 
is permanently held by the bank. 

Certain critics of Wall Street and 
its methods claim that this is illegal, 
irregular and should not be permitted. 
But it appears that a bank is better 
secured in the accommodation thus ex- 
tended to brokers than in the case of 
mercantile discounts. The broker 
“makes good” his balance within a few 
hours while the merchant takes from 
ninety days to six months. The bank 
in both cases is secured by a “promise 
to pay.” The broker has the securi- 
ties or their equivalent in his own 
hands during the interim, while the 
merchant may have delivered the 
goods to some one else. 

All this may seem irrelevant but 
the explanation is made in order to 
show that the amount of a firm’s bank 
balance has little to do with its finan- 
cial strength. A house usually carries 
only such balance as will entitle it to 
the accommodation it requires. It does 
not carry more because the surplus 
can be loaned on call, thus producing 
direct revenue in the form of interest. 
To carry an unnecessarily large bal- 
ance is unbusinesslike. 

It may be claimed that a broker has 
a small bank balance, but a large 
amount of securities on hand. Even 
this is no evidence of strength, for the 
majority of the stocks and bonds in 
his box may be the property of his 
clients. Properly managed, a house 
seldom allows a client’s margin to run 
below requirements, but the excess 
margins may be very large, especially 
during a rise. Clients do not immedi- 
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ately withdraw the excess, but leave 
it with the broker against further op- 
erations or until otherwise required. 
Some houses set surplus margins 
aside in such a way that they cannot 
be used as collateral or commingled 
with those actually required to pro- 
tect stocks held on margin by cus- 
tomers. This is highly creditable to 
the house and should be generally 
adopted. 

As a matter of fact, however, there 
are few houses who always know just 
where they do stand as regards -se- 
curities on hand, and the ratio of the 
firm’s resources to the amount of mar- 
gins or commitments which they hold 
for clients. In fact the majority of 
firm members and their cashiers, if 
asked to draw up a statement show- 
ing clearly their position as related 
to that of their clientele, would not 
know how to go about it. Yet the 
matter is very simple. 

At least once a month every broker 
should make a list showing the Debit 
Balance against each customer, elim- 
inating open trades on the short side. 
In a second column should be placed 
the value of long securities. A third 
column would be headed Margins or 
Long Stocks, this being the difference 
between the first and second columns. 

Take an imaginary house which has 
three clients, whose accounts show as 
follows: 

Debit 





Balance Market Margin 

Against Value of on 

Long Long Long 

Client. Stocks. Stocks. Stocks. 

Jones .. ..$10,000 $12,000 $2,000 
Brown .. . 20,000 22,000 2,000 
Smith .. .. 50,000 60,000 10,000 
Totals ..$80,000 $94,000 $14,000 


The above indicates that the total 
margins are $14,000 on $94,000 worth 
of securities—about 15 per cent. 

This method it will be observed 
takes no account of the number of 
shares nor of “points” margin. Those 
are factors which the margin clerk 
uses but which are of no use in this 
calculation. Shorts are eliminated be- 
cause the bulk of commitments is al- 
ways on the long side—the broker is 
invariably carrying a qnantity of 
stocks in his box and in loans, no mat- 
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ter how large a short interest there 
may be in his office. It is these long 
stocks that are his chief concern. He 
has to hypothecate them and keep his 
margin good with the banks, their re- 
quirements being 20 per cent of the 
current market value. Any part of 
this 20 per cent not supplied by his 
clients he is obliged to furnish out of 
his own capital. 

The short transactions do not re- 
quire any financing of that sort. One 
client may be long 1,000 Union Pa- 
cific and another short 500 of the same 
stock. In this case the broker has only 
to finance the excess long. If a client 
goes short 500 shares of a stock of 
which the broker is carrying none, he 
(the broker) borrows it from another 
house, giving a check for the market 
value as security. The stock is then 
delivered to the buyer, the net result 
being that the broker’s finances are un- 
changed but of course his bank ac- 
count is swelled by the margin which 
he holds against the short trade. In 
casting out the shorts in an account 
which is both short and long, a rea- 
sonable amount of margin must be 
allowed to protect the shorts. 

Now let us see by the action of the 
market why the shorts should be dis- 
regarded in making this calculation. 
How are the broker’s finances affected 
when a ten point break occurs? His 
margin clerk, ever watchful, has in 
his head the weakest accounts, and in 
the first stages of the slump goes after 


.them for more money or places stops 


for protection. Then he runs through 
the remaining accounts, calling all 
others whose margins have been weak- 
ened by the decline. These calls are 
by ’phone, messenger, telegraph or by 
mail, and no matter how prompt the 
responses, it is frequently some hours 
and usually the next day before the 
broker is in receipt of the funds. I 
have seen a large wire house practi- 
cally broke because of a bad decline 
which took place late in the afternoon. 
It was unable to make good until 7 
o'clock that night and was only saved 
by the leniency of its bank. 

While the broker awaits the result 
of his calls the banks are sending 
around notices reading, “Please send 
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us $25,000 additional margin on your 
loan of $250,000.” The broker must 
respond at once or his credit will be 
impaired. No waiting till the clients’ 
money is received. He must be 
Johnny-on-the-spot with the collateral 
or his house will be included in the 
banks’ list of “slow” houses. In case 
he doesn’t respond at all, the bank is 
empowered to sell out the collateral 
and send him what is left after paying 
the loan. 

When the writer was in the broker- 
age business he made it a rule never 
to allow a bank to call for margin. 
Our cashier was instructed to get the 
collateral up to the banks before they 
had time to make a demand on us. 
This placed us in a strong position 
with money lending institutions. 

While the value of long stocks is 
shrinking, the broker is gaining some 
money from his short accounts. The 
margin in his hands is increased by 
calls which he makes on brokers from 
whom he has borrowed stock. A mes- 
senger dispatched to the other house 
returns with a check for say $2,500, 
representing a five point shrinkage in 
the value of the stock. If the market 
rises the shorts lose money, are called 
for margin or stopped out. Meantime 
the longs, who constitute 90 per cent 
of the average broker’s accounts, are 
gaining $9 to every $1 lost by the 
shorts—theoretically at least. 

From the point of financing, short 
accounts are more satisfactory than 
long accounts. I wonder how many 
brokers realize that if all their clients’ 
accounts were invariably composed of 
commitments on the short side, a bro- 
kerage house would require only suffi- 
cient capital to meet current expenses. 

This forces the conclusion that if 
practically mo capital is needed to 
arry short trades, a broker’s capital 
must be required solely for carrying 
customers who are long. 

Also, if every long account were 
margined to 20 per cent of its market 
value and all shrinkage below that fig- 
ure made good within an hour of its 
occurrence, little or no capital would 
be demanded even for the longs. 

As long accounts are not usually 
margined to 20 per cent of their mar- 
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ket value, and as brokers must supply 
the deficiency out of their own capital, 
and as the broker must stand in the 
breach for hours and days before his 
client makes good, the strength of a bro- 
kerage house depends upon the ratio of 
its resources to the value of long securi- 
ties carried for clients; also upon the ra- 
tio of these resources to margins to the 
credit of clients who are long. 

It does mot depend upon the firm’s 
capital, bank balance or the amount of 
securities in box. 

Resources consist of capital, plus 
undivided profits, less bad accounts, 
etc. Suppose the house whose figures 
appear on a previous page had a cap- 
ital of $50,000, undivided profits of 
$6,000, and no bad accounts. Its net 
resources would be $56,000. The fig- 
ures in such case would stand: 

Ratio of Clients’ Margins to Val- 


ue of Securities .............. 15% 
Ratio of Firm’s Resources to Val- 

Gre WEIN So cc scence cess 60% 
Ratio of Combined Margins and 

Resources to Value of Securi- 

Se sa adhekisadieds ee dsob os s+ 75% 
Ratio of Firm’s Resources to 

ach umds caetenebs sa 400% 


The strength of such a house can 
be seen at a glance. Its clients are 
furnishing 15 per cent out of the 20 per 
cent necessary to carry their long 
stocks. Therefore 5 per cent of the 
firm’s resources are employed. Its re- 
sources amount to 60 per cent, of 
which 55 per cent is available for 


-emergencies. 


If all their clients were carrying 
Atchison at par, the stock would have 
to break to 25 with one fell swoop 
and without an additional dollar being 
put up by a client, before the house 
would become insolvent. For every 
dollar of margin held for clients, the 
firm has available four dollars of its 
own. 

These figures can be drawn up by 
any brokerage house at regular inter- 
vals and the results preserved in chart 
form. Thus the managing partner 
may note the fluctuations in the posi- 
tion of the firm at any time—whether 
its line of safety is increasing or dimin- 
ishing. If the percentage of margins 
runs low, it will indicate a number of 











improperly margined accounts. The 
margin clerk should then be shaken 
up. When the firm’s resources are 
only equal or double the percentage 
of margins, it shows that too much 
business is being done in proportion 
to capital. 

I remember a broker, once very 
prominent, -who deemed himself safe 
when he had securities in his box 
sufficient to margin his loans an addi- 
tional 10 per cent. He never consid- 
ered that many of these securities rep- 
resented excess margins belonging to 
clients and were therefore liable to be 
withdrawn at a moment’s notice. He 
did not know how to figure his true 
position. In fact, the great majority 
of brokers do not. 

If a broker does not know his finan- 
cial position, how is it possible for an 
outsider to know it? 

As the nature of the business is such 
that his position changes with every 
fluctuation and every share bought or 
sold, the more frequently he figures 
the better. In fact, every broker owes 
it to himself and his clients to keep 
close watch of these percentages. If 
he finds himself getting in too deep, 
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there are many ways of lightening the 
load—he can demand that certain 
weak accounts be taken up, refuse new 
accounts, raise the quantity limit on 
odd lots so that some people will move 
elsewhere, etc. 


There is a great deal more to be said 
on this subject, but the point we wish 
to make here is that capital, securities 
on hand, bank balance, management, 
facilities and connections have far less 
to do with the soundness of a house 
than the percentage of margins and 
resources. 


Our idea of a Mercantile Agency re- 
port on a brokerage house would be: 

“On December 31, 1908, the mar- 
gins on long stocks held for clients 
amounted to 15 per cent of their mar- 
ket value. 

“The firm’s resources were 60 per 
cent of said market value. 

“Neither the firm nor any member 
thereof has any interest in any specu- 
lative account of any nature—either 


_ directly or indirectly.” 


Such a statement, sworn to by each 
and every partner, would entitle the 
firm to the full confidence of the com- 
munity. 


Imports of Merchandise 


Their Value in Forecasting Panics 


By Roger W. Babson 


ONNECTED with Fundamental 

& Statistics and very closely re- 

lated to one another are three 
subjects as follows: 


Imports of merchandise into the Uni- 
ted States. 

Exports of merchandise from 
United States. 

Balance of trade between the United 
States and foreign countries. 


the 
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Each of these three subjects is abso- 
lutely dependent upon the other two, and 
were it not for the separate tables con 
nected with each individual subject, it 
would doubtless be simpler to treat all 
three in one general paper entitled “Im- 
ports, Exports and Trade Balances.” 


Owing, however, to the fact that it is 
absolutely necessary for the statistician 
to divide his figures into three separate 
tables and not allow such figures to be 
combined in any way, we will treat each 
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of these subjects independently. “Ex- 
ports” and “Trade Balances” will there- 
fore be discussed in the two subsequent 
issues. 

No definition need be given for the 
Imports of the United States, except that 
the word refers to the valuation of the 
raw material, manufactured goods and 
all other products purchased from 
abroad and entering any port or cross- 
ing any boundary of the United States. 
We will, however, state that although the 


figures published by the Government are 
correct for comparative purposes, yet 
they are of themselves based on low 
valuations. This is due to two reasons: 
First, there is without doubt a large 
amount of goods brought into this coun- 
try of which no record is ever made. 
Second, the “values” are fixed by the im- 
porters at the lowest possible figures in 
order that the charge for duty may be 
as little as possible. 


How Icreased Inmports Forecast Panics 


Per 
Year. Imports. Population. Capita. 
1867 . $371,476,175 $36,211,000 $10.23 
1868 .. 368,006,572 36,973,000 9.94 
1869 .. 438,455,804 37,750,000 11.60 
1870 .. 400,132,458 38,558,371 11.97 
1871 573,111,099 39,583,823 14.47 
1872 655,964,600 40,626.746 16.15 
1873 . 595,248,048 41,717,683 14.27 
1874 562,115,907 42,827,373 13.13 
1875 503,153,936 43,906,581 11.43 
1876 . 427,347,105 45,136,092 9.47 
1877 .. 480,246,300 46,336,910 10.37 
1878 . 431,812,483 47,509,471 9.07 
1879 . 513,602,796 48,800,000 10.52 
1880 . 696,807,176 50,155,783 13.88 
1881 . 670,209,448 51,279,272 13.06 
1882 752,843,507 52,427,927 14.36 
1883 . 7 066,21 53,002,312 12.81 
1884 .. 629,261,860 54,803,003 11.48 
1885 . 585,868,673 56,030,590 10.49 
1886 . 663,429,189 57,285,075 11.57 
1887 .. 708,818,478 58,568,874 12.09 
1888 . 725,411,371 59,880,816 12.11 
1889 .. 770,521,905 61,220,146 12.58 
1890 .. 823,397,726 62,622,250 13.15 
1891 .. 828,320,943 63,868,432 12.96 
1892 .. 840,930,955 65,139,213 12.91 
1893 .. 776,248,924 66,435,483 11.68 
1894 . 676,312,941 67,757,549 9.97 
1895 .. 801,669,347 69,105,924 11.60 
1896 .. 681,579,556 70,481,131 9.66 
1897 .. 742,595,229 71,883,705 10.32 
1898 .. 634,964,448 73,314,190 8.66 
1899 .. 798,967,410 74,773,142 10.68 
1900 . 820,149,714 76,303,387 10.86 
IQOI .. 880,419,910 77,502,392 11.34 
1902 .. 969,316,870 78,842,171 12.30 
SY aa ee 995,494,327 80,143,066 12.42 
hs ne S4: we vb ae 1,035,909,190 81,465,328 12.71 
SE Ls) -a6° t's’ We -06— 03 1,179,144,550 82,809,505 14.24 
el iii Ad wh tom ae 1,320,501,572 84,154,009 15.69 
ES ik 5 a> shle. penaee 1,434,421,425 85,817,239 16.55 
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In studying the above tables one will 
of course refer only to the “per capita” 
column, which shows very clearly the 
great value of these Import figures in 
forecasting a panic. 


At the close of the Civil War the peo-- 


ple were importing on a basis of about 
$10 per capita, which steadily increased 
to over $16 in 1872. This increase was 
altogether too great—far above what it 
should have been. It was therefore 
natural that it should be followed by 
the panic which came the following year, 
namely in 1873. As is the case with all 
panic years Imports immediately drop- 
ped off from $16 to about $14 and stead- 
ily decreased for about five years. 

Beginning with 1879, Imports again 
increased and prosperity likewise en- 
hanced until 1882 when Imports again 
reached $14.36 per capita. Although 
this figure was not equal to the previous 
high figure for 1872, the rise was more 
rapid and it is not surprising that in 
the latter part of the following year there 
occurred another panic, namely the pan- 
ic of 1893-4. 

In 1885 or directly after this panic 
Imports again dropped off to a minimum 
of $10.49, then gradually increased in 
healthy progression until they reached 
over $13 per capita; at this point they 
held constant during 1890, 1891 and 
1892. As could readily have been pre- 
dicted, these high figures were again fol- 
lowed by another panic in 1893. 

In the following year, as is invariably 
the case, Imports again declined to $9.97. 
Since that time they have increased at 
a more or less irregular rate up to 1907 
when they again reached $16, the figure 
at which they stood preceding the great 
panic of 1873. 

The above tables therefore show that 
the same law has been observed in all 
panics excepting that of 1903 which, as 
we have explained in other articles, was 
due to one specific cause, designated by 
Mr. Morgan as “the congestion of undi- 
gested securities.” Where the figures on 
80 per cent of our twenty-five subjects 
clearly forecasted all the panics excepting 
said panic of 1903, the figures of only 
a few tables forecasted this panic. On 
the other hand, in these few tables, es- 
pecially the table for New Securities 
Listed and New Corporations (Sub- 
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ject No. 11) the increase was so tre- 
mendous (several hundred per cent.) 
that they themselves held a danger sig- 
nal and all students of Fundamental 
Statistics, even although the figures on 
other subjects appeared normal, were 
prepared for a change. 


In studying the above figures we see 
that too great an increase in Imports is 
a dangerous sign. This is due to two 
reasons: (1) It necessitates the expor- 
tation of too much gold; (2) because it 
signifies too great an extravagance on 
the part of the American people. As 
abnormal exports of gold are usually fol- 
lowed by a tight money market so too 
great an expenditure of money for lux- 
uries and unproductive material is al- 
ways followed by a period of economy 
and “repentance.” 

Just as heavy Imports suggest a pan- 
ic, so do small Imports, especially when 
they are increasing at a slow and con 
servative rate, suggest better times. This 
latter phase is especially well illustrated 
in an article which appeared in the New 
York Evening Post, referring to a Wall 
Street man who rather facetiously re- 
marked that “good times were surely 
coming for he noticed that people were 
wearing their old clothes.” The remark 
was perhaps meant to cause a smile, yet 
it was only a statement of the tremen- 
dously important factor which personal 
thrift becomes in a situation like the 
present. In times of abounding pros- 
perity it is easy for people to assume a 
contemptuous attitude toward petty 
economies. The talk is of making 
money, not of saving it. But a panic 
brings out the economic truth as to the 
relation of savings to new business op- 
erations. “It must always be remember- 
ed,” writes Lord Welby, commenting on 
the American panic in the Contemporary 
Review, “that the capital required to ex- 
tend business and to open new fields of 
trade can only be supplied from the sa- 
vings of the world. . . . But there is a 
limit to these accumulations, large as 
they are; and if the passions of the 
world, the extravagance of the world, 
and above all the growing needs of the 
world trench too closely on the accumu- 
lations of the world, financial stringency 
will inevitably be the result.” It is a 
fact that even the most trivial form of 
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saving becomes of tremendous financial 
importance when generally practised. 

How much can the American nation 
save by wearing its old clothes this year? 
The report of the census of manufac- 
tures for 1907 shows that the factory 
product of men’s clothing for the year 
was valued at $375,000,000. One-third of 
this (considerably less than one-third on 
the basis of retail prices) would more 
than equal the entire Balance of Trade 
in this country’s favor in a normally fa- 
vorable month. 

There were $40,000,000 worth of felt 
hats sold in 1907. By wearing their felt 
hats fifty per cent longer than they have 
been accustomed to doing, plain Ameri- 
cans can, in a year, effect a saving great- 
er than the estimate of Mr. Rockefeller’s 
total benefactions during 1907, the rec- 
ord for philanthropy. 

Yet it is not always with clothes that 
people first adopt a policy of retrench- 
ment. Let them, for example, cut down 
by one-third and for only one-half of 
the year, the amount they spend on fresh 
beef, leaving unaltered all the other 
items on the butcher’s bill. That six 
months’ saving would be greater than 
the sum paid over the counters of the 
Trust Company which in October, 1907, 
endured the longest run in the history 
of banking institutions. Contract by 
the same proportion the consumption of 
all kinds of meat (many well-qualified 
persons think this would be worth while 
on hygienic grounds alone) and a sum 
equal to the entire Government surplus 
for Nov. 1, 1907, would be saved in less 
than ten months. 

As to the commodities which are 
classed as real luxuries, the facts are 
equally striking. Enough cigars were 
“withdrawn for consumption” in 1907 
to provide about eight and one-half 
cigars a week for every cigar-smoker, on 
the assumption that one-fifth of the to- 
tal population, including babes in arms, 
may fairly be put down in that class. 
Even for mere purposes of illustration, 
no one would be cruel enough to sug- 
gest treating the cigars as the Colonists 
once treated the tea. But in a great 
emergency the average smoker might 
consider cutting down his allowance to 
one cigar a day. That trifling act would 
make a difference in the country’s cigar 
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bills 6f three and one-half millions of 
dollars a year. 

It would of course be a simple mat- 
ter to carry the calculation through 
every department of production. The 


“figures do not constitute in themselves 


an argument for saving; that is to say, 
no one is likely to deny himself pickles, 
for example, merely because it has been 
shown to him that if everyone else did 
the same, enough money would be saved 
to build a cathedral every five years. 
Such an argument, however, is at the 
bottom of most pleas for the simple life. 
If its appeal is stronger now than usual, 
it is probably because it is easier to be 
economical when others are economical 
than when they are lavish. Most people, 
we fancy, are retrenching because they 
feel that they must. But even in the 
hardest times we have to deal with pro- 
digious totals of production and con- 
sumption. In the present case they are 
units which have increased of late faster 
than the corresponding totals of pop- 
ulation. This ought to mean, if the fig- 
ures are not misleading, that the margin 
above bare necessities is larger now than 
formerly, and that a given amount of re- 
trenchment involves relatively less actual 
hardship. Be that as it may, it is cold 
comfort at best. But a nation forced for 
the time being into a policy of cheese- 
paring, is entitled to such satisfaction as 
it can get from contemplating the vast- 
ness of the cheese. 


This brings us to the following rules: 


1. Rutes WHEN TRADE Is Bap. 


(a) An increase in Imports after 
a great contraction signifies that busi- 
ness is improving. 

(b) A decrease in Imports signifies 
that business is contracting in a healthy 
manner and, although there is no im- 
provement in sight, yet we are nearing 
the corner when there will be a turn for 
the better. 


(c) No change when the figures are 
high signifies unsatisfactory conditions, 
as before there is any improvement the 
figures must decline. On the _ other 
hand, no change, when figures are low, 





































after a sharp decline, signifies that the 
bottom has probably been reached and 
that an increase will soon take place. 

2. RuLes WHEN TRADE IS UNCER- 
TAIN BUT IMPROVED AFTER A PERIOD OF 
Bap BusIngss. 

(a) An increase, especially if nor- 
mal and constant, signifies a coming 
period of prosperity. 





(b) A decrease, unless it is due to 
some special and abnormal cause, is dis- 
tinctly unfavorable and signifies that the 
period of prosperity is not in the imme- 
diate future. 

(c) No change signifies neither good 
nor poor business but rather that the fig- 
ures on imports are not helpful in one 
way or the other. 

3. Rutes WHEN Trapbe 1s Goon. 

(a) An increase may signify trouble 
ahead, especially if the hgure is abnor- 
mally large and _ continued over too 
long a period. 

(b) A decrease during a period of 
great prosperity is often a healthy sign 
and tends to lengthen the period of pros- 
perity. 

(c) No change is often a favorable 
sign and tends to lengthen the period of 
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prosperity. 

4. Rutes WHEN TRADE Is UNCER- 
TAIN OR HALTING AFTER A PERIOD OF 
Goop BusINEss. 

(a) An increase signifies that liqui- 
dation has not been completed and that 
bad conditions will probably continue. 

(b) A decrease is significant of 


healthy conditions as a proper amount 
of liquidation is necessary before good 
times will return. 

(c) No change signifies as follows: 

If such conditions come after a long 
period of depression or a great falling 
off in imports, this may signify that the 
bottom has been reached and to such an 
extent is a favorable sign. 

If, however, these conditions are 
reached in the early part of a depression 
and large Import figures are still being 
maintained, this means that the period 
of depression has more time to run; 
therefore no change under such circum- 
stances is an unfavorable sign. 

In closing this article it is needless 
for me to emphasize the great value of 
these figures to the banker, the stockbro- 
ker and the investor or speculator, es- 
pecially when used in conjunction with 
figures on the other twenty-five sub- 
jects similarly studied. 


What method do you follow in your trading or investing? Write The 
TICKER how you have operated in the past, or describe your half-formed plans— 


possibly one of the owls may help make it a live proposition. 


to plans and methods only, 


Remember this relates 












A Record and a Criticism 


O the Editor: 

! The Record of a Novice with 
your valuable criticisms and 
suggestions, published in 

your last issue, was of such an intensely 
practical nature that I enclose my rec- 
ord and gladly ask your severest criti- 
cisms. 

Like the former trader, I never heard 
of Wall Street until the panic caused 
the newspapers to print long articles 
on the fall in prices, etc. I have been 
a reader of Tue TICKER since its first 
issue. 

My first 20 shares were bought out- 
right and seeing the market go up I 
bought the 30 shares on a dip. The 
second lot of 30 shares were not 
bought so well, and the last 20 shares 
were at a high point. I sold fairly 
well and bought again at a low figure, 
but had to carry the stock through the 
September slump, when I sold out De- 
cember 3. I had a stop on the 30 U. 
P. at 17454, and on 100 U. P. at 177%, 
in both of these trades I got out the 
same day. I bought N. P. at lowest 
figure, but was afraid of the market 
January 7, 1909, and sold out after 
stock declined about 3 or 4 points. 


My original capital was about $2,- 
500, and on August 19 I increased it 
to $3,500. I suppose I was overtra- 
ding. Only once I did not buy on a 
dip, but I could have made more in 
knowing when to sell. I did not sell 
out before the September slump and 
overstaid for the January rise. I can 
see now U. P. was better trading stock 
for the past year, but was advised by 
bankers that Gt. Nor. was a stock of 
substantial value. I was perhaps too 
conservative in my choice of a stock. 
My greatest difficulty was in anticipa- 
ting the dips of the market and in be- 
ing able to sell to advantage. 

A READER. 

The fact that your first 20 shares 
were bought outright shows that your 
original intention was to become an 
investor. After the market had had a 
rise and a reaction you thought the 
stock comparatively cheap and there- 
fore bought your second lot of 30 
shares. This placed you on a marginal 
basis and with 50 points behind you, 
it could hardly be said that you were 
overtrading. Your second lot of 30 
shares was evidently bought on a 
bulge and you climbed for the last 20 








A BEGINNER’S RECORD OF RESULTS 


1908. Bought. Sold. Profit. 
Jan. 20 10Gt. Nor....124% 

Feb.25 10Gt. Nor....118% 

Mch.1g 30Gt. Nor....120 

Apr.29 30Gt. Nor....128% 

Mayi19 20Gt. Nor... .133 J Aug. 3 100Gt. Nor....1367% $1,238.56 
Aug.19 100 Gt. Nor....135% Dec. 3 100Gt. Nor....144% 770.00 
a GS Oe ae 175% Nov. 4 30U.P........176% 28.00 
Dec.19 100U.P...... 179% Dec.19 100U.P........180% 95.91 
Dec.21 100N.P....... 137% Jan. 7 I00N.P........140% 275.00 


Total Profit .. $2,407.47 
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shares. Although starting out on an 
investment basis you were steadily in- 
creasing your commitments as prices 
advanced, which meant that your mar- 
gins were being reduced accordingly. 
This is the same mistake that every 
beginner makes; his_ bullishness in- 
creases with the advance in prices, in- 
ducing him to build an inverted pyra- 
mid. 

You say you “sold fairly well and 
bought again at a low figure,” but we 
do not consider that your purchase 
price was low (135%), as it was only 
13% points below your selling price. 
After August 19th there was an op- 
portunity for you to get a stop-order 
in at cost, or a little above, as Great 
Northern rose to above 139. This 
would have got you out without loss 
when the September break came and 
enabled you to replace your stock 10 
points cheaper. 

Your September experience evident- 
ly made you more cautious, however, 
as you began to use stop-orders. Your 
stop on the 30 U. P. bought on No- 
vember 4th, being one point under pur- 
chase price, you should have taken 
more than one point profit. On the 
100 U. P. bought December 19th, you 
risked 134 points (including commis- 
sions), and made one point net. This 
is bad practice. In the long run you 
will lose money by it. Remember, 
commissions and other charges are to 
be paid whether you win or lose. In 
using stops this way your chances 
are not nearly so good as if you were 
matching pennies. There is a much 
larger percentage against you. 

Your original capital of $2,500 was 
all right, provided you had a stop- 
order at some point. A 
good time to sell is 
when you have a sub- 
stantial profit and the 
market js boiling on 
the bull side. You 
cannot call yourself 
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too conservative in the choice of a 
stock, because you apparently used no 
judgment in this matter.- You took 
your bankers’ advice and traded in 
Great Northern, because it “was a 
stock of substantial value.” Like a 
great many beginners you had no def- 
inite ideas or plan, except to buy on 
a dip and sell on a bulge. In this re- 
spect you have done very well, espec- 
ially in not becoming frightened dur- 
ing the September slump. The ques- 
tion for you to ask yourself is, what 
you would have done had the stock 
declined to 110. Everything is pos- 
sible in the stock market, and you had 
best never again make yourself liable 
to be placed in this critical position. 

After a tremendous outburst of buy- 
ing, such as we had in November and 
December, it was natural to expect 
sooner or later a 10 or 20-point decline. 
These declines usually occur two or 
three times a year, even in a bull mar- 
ket. As you seem to have the swing 
theory pretty clearly in your mind, we 
advise you to hold off until these 
breaks occur; then buy all you can 
outright, or on 50 per cent margin, 
and with a stop-order, say 5 points 
below purchase price. In such a case, 
if the market has had a reaction of 15 
points, and you think it is on bottom, 
you will be risking 5 points to catch 
a possible 10 or I5, assuming that 
prices will recover two-thirds or all of 
their decline. Meantime, study such 
books as “How Money is Made in Se- 
curity Investments,” “A B C of Stock 
Speculation,” and “Investments, What 
and When to Buy.” Do not only read, 
but digest everything you can find on 
this subject. Also study the short 
side of the market, re- 
membering that bull 
° years like 1908 are not 
a always with us, and 
that he who only knows 
one side of the market 
is only half a trader. 
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National City Bank 


Its Recently Elected President and Its New Home 


RANK A. VANDERLIP, 
kK whose photograph forms our 
frontispiece, has recently been 
elected president of the Na- 
tional City Bank, New York, spent 
his boyhood on a farm in Illinois not 
far from Chicago and, when twelve 
years old, owing to the death of his 
father, was sent to work in a nearby 
town. At sixteen he was an appren- 
tice in a machine shop. 

It was his ambition to become an 
electrical engineer, and with this pur- 
pose in view he spent a year at the 
University of Illinois. His funds be- 
ing exhausted, he was obliged to aban- 
don the course and go to Chicago, 
where he found employment as a re- 
porter on a newspaper. 

Making a specialty of banking and 
financial news, he became acquainted 
with Lyman G. Gage, who was then 
vice-president of the First National 
Bank of Chicago. When, in 1897, Mr. 
Gage was appointed Secretary of the 
Treasury, Mr. Vanderlip accompanied 
him to Washington as his private sec- 
retary. During the Spanish War Mr. 
Vanderlip was appointed Assistant 
Secretary of the Treasury, having in 
charge the subscriptions to the Span- 
ish War loan. His handling of this 
work was so brilliant as to attract the 
attention of James Stillman, who of- 
fered him the vice-presidency of the 
National City Bank. 

He is forty-four years old, and thor- 
oughly Democratic. His widé expe- 
rience and his acquaintanceship with 
all phase of American life make him 
especially fitted for his new position— 
that of a leader in the world of finance. 

The National City Bank’s new home 
furnishes Wall Street with one of the 
most highly interesting features in the 
history of that great thoroughfare. 

Although the building, which occu- 


pies a whole city block, has been prac- 
tically rebuilt and dressed in new ap- 
parel, the design is cut from the old 
pattern. In fact, the remodeling of 
the old Custom House is in the form 
of an experiment in architecture. The 
capacity of the building was practical- 
ly doubled and five stories were added, 
yet the general appearance remains 
unchanged. 

The new site of the National City 
Bank is directly opposite its present 
home at No. 52 Wall street, and ex- 
tends from William street to Hanover. 
The building has a frontage on Wall 
street of 197 feet 10 inches and a depth 
of 171 feet 7% inches, extending 
through to Exchange place. 

As one enters the new structure he 
is impressed first by its size, and the 
huge exterior columns add to this 
monumental impression of the build- 
ing. Then as he passes through the 
great bronze doors, he feels he is en- 
tering a place of majesty and security, 
according to a contributor to the Herald. 

The lower section is given over to 
the great banking chamber, the ceiling 
of which is sixty-three feet high, while 
it is eighty-three feet to the top of the 
great glass dome. Besides the dome 
five huge bronze chandeliers are em- 
ployed in the general lighting scheme 
of the interior. Of course this is sup- 
plemented by myriads of lights over 
the desks. 

There is nothing in the way of bal- 
conies or passageways to mar the open 
effect of the great chamber. Only two 
alcoves, one on each side of the build- 
ing, make any break, and these are not 
appreciable on the gray marble back- 
ground. 

Although there is considerable color 
in the interior finish from the bronze 
grilles of the cages and the numerous 
brass railings, so big is the room and 




















so predominating the gray this color 
is not felt. 

On the left of the door is a bureau 
of information where questions not 
only about the bank are answered, but 
about any part of the city. The great- 
er part of the main floor is occupied by 
the “cage” where the brunt of the 
banking business will be transacted. 
This is 93 feet long by 45 feet in depth. 
The floor is all of compressed cork, 
which is noiseless and easy under the 
feet. In various places on this floor 
are the president’s private office, of 
imposing simplicity ; the telegraph and 
cable offices, where direct wires will 
extend to all the big banking houses 
of the world, and the sanctums of oth- 
er officers of the bank. The furniture 
of the bank is of mahogany, which is 
in keeping with the dignified appear- 
ance of the interior. 

The top floor is the feature in the 
new building. This is devoted entire- 
ly to the welfare of the employes, and 
many modern arrangements have been 
made for comfort. Special elevators 
for the employes run to this floor, and 
first of all there is a promenade which 
extends around the building. Then 
comes the dining room, in which one 
hundred and twenty-eight men can eat 
at one time, while a separate dining 
room on this floor will be for the ex- 
clusive use of women employes, who 
are greatly in the minority. 

The kitchen, one of the finest in 
New York, has in connection with it 
an ice cream room, a refrigerating 
plant and a laundry. 

There is a large assembly hall, 
where the Number Eight Club will 
meet. This is a social organization 
composed of employes of the bank, 
and whose treasury was put on a 
working basis when James Stillman, 
president of the National City Bank, 
cabled $10,000 from Europe at the 
time the club was formed. The name 
is derived from the fact that the bank 
is No. 8 in the Clearing House Asso- 
ciation. 

On the employes’ floor is also a li- 
brary, stocked -with the best banking 
books, supplemented with works of 
fiction, for the intellectual recreation 
of employes during their leisure hours. 
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The real feature of this floor is an ab- 
solutely exclusive room in one corner, 
where a bank official can shut himself 
up to think over business matters and 
be absolutely certain that he will not 
be interrupted no matter who should 
call. Other incidentals of this floor 
are a janitor’s apartment, composed 
of six rooms and a bath, with a tiled 
kitchen attachment, and a roof garden 
with palms and flowers, where the of- 
ficials can enjoy the breezes and an oc- 
casional smoke. 

Then there is the giant armor plate 
safe, weighing 300 tons. This is in the 
centre of the banking floor, and work- 
ing from the outside would make 
rough going for the most determined 
cracksman. Beginning on the inside, 
the first layer is of armor plate five 
inches thick; then comes a layer of 
railroad iron and cement five inches 
thick, one-half an inch of steel and 
one-half an inch of gauze wire mesh, 
which is the nervous system of the 
safe. So sensitive is this mesh that if 
any one even tickles it burglar alarms 
are sounded in all the neighboring po- 
lice stations. Under this are still ten 
and a half inches more steel. Outside 
the safe is a surface layer one-half inch 
thick of finished steel. 

As if all these impregnable arrange- 
ments were not sufficient to protect 
the safe, a sort of calliope arrangement 
of brass pipes surrounds it. If a con- 
certed attack were made any employe 
could press one of several buttons in 
various parts of the building and flood 
the vault with steam so that no one 
could live a minute within twenty-five 
feet of it, while in a short time life in 
the building would be impossible. 

Inside the vault mirrors are so ar- 
ranged that one can stand at a single 
point and see top, bottom and sides of 
the vault, which is raised. The safe is 
divided into two floors, while a parti- 
tion runs down the middle with a door 
into each of the compartments. One 
division belongs to the day force and 
the other to the night shift, which goes 
on at midnight. When these night 
workers begin their duties a _ great 
mass of mail has accumulated, which 
is added to each hour through the 
early morning. This night force takes 
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care of all the mail and has access to 
only one-half the safe, while the other 
half belongs to the day force. Each 
half is locked when the alternate shift 
is at work, so that no confusion can 
result. When the bank is ready to 

en for business in the morning the 
night force has opened all the checks 
and business is thus expedited. 

In the upper half of the safe is kept 
the specie, while the downstairs com- 
partment is reserved for securities. An 
elevator runs beside the safe for car- 
rying specie up and down. The books 
are all kept in a vault below the bank- 
= and none are kept in the safe. 

he National City Bank is the larg- 
est banking institution in America. Its 
total assets recently touched the rec- 
ord figures of $372,849,000, a sum suffi- 
cient to pay off the national debts of 
Mexico and all the Central American 
countries. Early in November its 
gross deposits touched $308,728,000, 
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while recently its cash reserve amount- 
ed to $100,000,000. 

The National City Bank is ninety- 
six years old and was founded at the 
time of the War of 1812, when it was 
one of nine banks in New York whose 
total capitalization was $7,552,760, 
while there were only eighty-eight 
banks in the whole country at the 
time, with a combined capitalization 
of $42,610,601. 

The record figures for the National 
City Bank are found in the following 
report for November 4, 1908: 

Total assets, November 2, 1908, 
$372,849,000; gross deposits, Novem- 
ber 2, 1908, $308,728,000; net deposits, 
October 16, 1908, $241,968,000; cash 
reserve, June 23, 1908, $99,091,000; 
circulation, January 7, 1908, $15,972,- 
000. 

Weekly averages: Loans, October 
30, 1908, $213,681,000; net deposits, 
September 11, 1908, $228,869,000. 











. Maxims of Napoleon 


We must look upon things as they are, and not as we would wish them to be. 





Great events ever depend but upon a single hair. 


The adroit man profits by 


everything, er nothing which can increase his chances ; the less adroit. by some-~ 


times disrega 


ing a single chance, fails in everything. 





My reatest successes have been ascribed merely to good fortune : oad my re- 


verses w 
it will be 
formity with principles. 


no doubt be im uted to my faults. 
seen that, in both cases, my reason and faculties were exercised in con- 


But if I should write an account, 





I am always working, I think much. If I appear always ready to meet every 


emergency, to con 


nt every problem, it is 


ause, ore unde any enter- 


prise, I have long considered it, and have thus foreseen what could possi ly occur. It 
is no genius which suddenly and secretly reveals to me what I have to say or do in 
some circumstance unforeseen by others : it is my own meditation and reflection. I 


am always working--when dining, when at the theatre: I waken at night in order 


to work. 























INQUIRIES 


What do you wish to know about trading or investing in securities or commodities? 
Is it something regarding opening an account, margins, commissions, stop orders or other 


kinds of orders? 


In fact, is there any point in connection with the science, methods or customs of the va- 
rious markets which you would like to have elucidated? 
If so, write us questions briefly and they will be answered in this column or otherwise. 


If personal reply desired, enclose stamped envelope. 


Address Inquiry Department. 


WE DO NOT GIVE ANVICE OR OPINIONS UPON SECURITIES OR PROB- 


ABLE MARKET MOVEMENTS. 


A Question of Policy 


O the Editor: 
“The Public and Its Hold- 
ings,” in your January issue, 


appears to me a most timely 
article among the many valuable con- 
tributions to your magazine. I refer 
particularly te the description of the 
public and “the Wall Street gun.” 

Now I am truly a “lamb,” but anx- 
ious to keep my skin and a full crop 
of fleece. In November of 1907 I 
bought a few bonds, in accordance 
with the advice of a broker; also some 
fractional lots of standard dividend- 
paying stocks against the same. 

They all show me a good profit, the 
stocks especially, though I am _ not 
flattering myself on that account that 
my judgment was better than my bro- 
ker’s. But I repeat, it is my desire to 
keep all the fleece that has developed. 

In September, 1908, I bought some 
more bonds and stock during the 
slump. Since then I have sold my 
holdings in St. Paul at 149 (bought at 
98) and New Haven at 160 (bought at 
136). I disposed of these for the rea- 
son that the reported earnings seemed 





more unsatisfactory than the others. 

The stock I still hold yields less than 
5 per cent at current prices and the 
bonds under 4 per cent on the average. 
I have no inclination to pyramid on a 
margin, but I am sorely puzzled to de- 
cide whether to sell out all these secu- 
rities at the present high market, com- 
paratively, or to reinvest the proceeds 
of sales mentioned. What is the logi- 
cal course under the circumstances? 

As your reply may depend somewhat 
upon the nature of the securities re- 
ferred to, I give you the full list here- 
with: 

Stocks—Pa. R. R. Co., Union Pacific 
R. R., Northern Pacific R. R., Great 
Northern (pref.), Del. & Hudson Co., 
U. S. Steel Corp., Am. Smelters Securi- 
ties (pref. B), Chicago & Alton. 

Bonds—Pa. Conv. 3%s, N. Y. City 
3™%4s, Lake Shore Deb. 4s, Colorado So. 
Ex. 4%s, M. K. & T. ref. 4s, N. Y. Gas 
El. L. H. & P. §s. 


Answer: 


It seems to us you should make up 
your mind just what attitude you in- 
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tend to assume—whether you propose 
to buy in panics and sell in booms, 
whether you intend to keep your hold- 
ings as permanent investments and for 
the dividends they produce, or whether 
you are merely speculating without 
any definite idea, except that of deri- 
ving the greatest possible profit. 

If you are “playing panics,” the 
question for you to decide is whether 
we have had or are having a boom; if 
so, it was or is time for you to sell 
out. If, however, your best judgment 
is that there has been only a partial 
recovery from the panic, you should 
wait. 

In the second instance, taking your 
purchase of St. Paul as an example, 
your stock will net you over 7 per cent, 
no matter how high or how low it goes 
in future years. It will doubtless bring 
you, in addition, some occasional val- 
uahle rights. 

If you are simply endeavoring to 
make the greatest possible profits, and 
with no particular plan or method, you 
have a reason to congratulate yourself 
on the results already obtained. 

One of the best rules in relation to the 
yield of stocks compared to the money 
rate is explained by Mr. Henry in his 
article in this issue. When stocks can 
be bought to yield from 7 per cent to 
IO per cent it is usually time to buy. 
When the yield of stocks is close to 
that of bonds it is a good time to sell. 
(You understand that it is against our 
policy to give advice or opinions ex- 
cept as to methods and _ technical 
. points.) If you were to sell out all of 
your holdings at present prices and re- 
invest the proceeds in other stocks, 
you would be getting in at the same 
level. Of course, you might be shrewd 
enough or lucky enough to sell out 
stocks which have advanced as far as 
they will, and replace them with other 
securities which may advance still fur- 
ther. No matter what your plan of 
operation is, when you do sell, whether 
it is now or later, put your money in a 
trust company, where it will draw 3 
per cent or 4 per cent, making sure 
that it is a very strong trust company, 
where it will be available for securities 
on the next big break or panic. If your 
profits in St. Paul are an indication of 
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the average profits in your other 
stocks, you have done well. By “play- 
ing panics” you can repeat this every few 
years, and your capital will multiply with 
astounding rapidity. Read “A Specialist 
in Panics” (Vol. 2). 
(Small Profits and a Large Loss 
HAVE read with much interest 
I the different articles in Tue 
TIcKER bearing on a _ two-point 
stop. I have been trading in the 
market since last March, buying on re- 
cessions and selling on rallies, but only 
for one point profit, trading every day, 
as far as possible, and have never used 
a stop loss order. 

Up to the latter part of September 
every transaction that I made showed 
a profit, when, departing from my one- 
point profit rule, I was caught in the 
decline which occurred at that time, 
and lost considerable money. 

Now, in your opinion, will a two- 
point stop loss work to advantage in 
my method of trading? I have noticed 
a number of times that stocks have de- 
clined more than two points below my 
buying price, but I have held on and 
sold out at a profit. 


Answer: 


The weak point in your plan is that 
you accept one-point profit and lay 
yourself open to a 5, 10 or 20-point 
loss. In fact, there is no limit to the 
amount of loss you may suffer. Twen- 
ty profitable trades netting one point 
each may be followed by a losing trade 
which may cost you 25 points. You 
are not only leaving your stable door 
open, but you are hanging out an invi- 
tation to the Street to come in and 
steal your horse. The reason every 
transaction up to the latter part of Sep- 
tember showed a profit was probably 
because you were trading on the long 
side in a steadily advancing market. 

The writer knows of a party who 
bought Union Pacific at 130 many 
years ago, and held it through the re- 
organization. During this period the 
stock sold below 2. In trading with- 
out limiting your losses you put your- 
self in the same position as this party, 
who happened to be wealthy enough 



















































and patient enough to hold his stock 
through all its vicissitudes. 

We do not advocate using a two- 
point stop where you are trading for a 
profit of one point. Should rather 
trade for five points’ profit, using a 
two-point stop. See article on Tape 
Reading in this issue. 

In using stop orders you must be 
prepared to take frequent losses, and 
in order to be successful your net prof- 
its must exceed losses. The fact that 
stocks have frequently declined more 
than two points below your buying 
prices, afterwards giving you a profit, 
is merely another indication of the way 
you have traded and the prevailing 
character of the market. Better reor- 
ganize your methods so as to havé 
your net profits average more than 
your net losses. 


° Stocks as Margin 


Q. Are bonds or stocks ever deposited 
with brokers as_ collateral security for 
trades on margin? Is it customary or re- 
quired to endorse the certificates in blank 
when so depositing? In case of the failure 
or suspension of the broker, is the security 
or position of the owner of such certificates 
better in any way than if he had deposited 
cash? 


A. This is a well established custom in 
the Street (see Vol. 2, p. 236). It is not 
only customary but necessary that the cer- 
tificates of stock thus deposited be indorsed 
in blank otherwise they would be of no use 
as collateral. The indorsement makes them 
negotiable so that, provided you give your 
written permission, the broker can use the 
certificates as collateral in his loans or in 
any other way he sees fit. He cannot do 
this, however, without your written per- 
mission. We might also say that the bro- 
ker is not obliged to return the identical 
certificates. See Supreme Court decision in 
Volume 2, p. 25. 

In case of the broker’s failure you can 
redeem certificates deposited as security by 
paying to the assignee the amount of your 
debit balance on the books of the failed 
firm. In this way you are in a better posi- 
tion than if you had deposited cash. In the 
latter case you would be merely one of the 
regular creditors. 





Short Sales 


Q. When a person sells short how soon 
afterward does he have to cover? 
A. See Volume 2, page 188. 
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Telegraphic Errors 


Q. I would like to ask your opinion rela- 
tive to the possibility of holding the 
Western Union Telegraph Co., liable to a 
mistake in the transmission of a telegram, 
which was not repeated. I wired my bro- 
kers some time since as follows: “Sell all 
my Rails at market.” The telegram was 
delivered to them reading: “Sell all my 
Risks at market.” They were holding for 
me at the time some 1,500 shares of mi- 
ning stocks and sold both railroad and 
mining shares at a loss to me. 


A. If you will read the conditions on the 
back of each Western Union Telegraph 
blank, you will see that you have no claim 
against the company. The terms on which 
all messages are taken provide that the 
company shall not be liable for mistakes in 
the transmission or delay in the delivery 
of any unrepeated message. 


Orders to Sell Short and Cover 


Q. If I felt that prices were going to de- 
cline and wished to go short of the market, 
say 50 shares A. R., how should I word a 
telegram to my broker to sell this stock 
that I did not have; also how should a wire 
be framed giving my broker instructions to 
cover if I thought the market would drop 
no lower? In other words, kindly explain 
playing the short side of the stock market. 


A. If you wish to go short of 50 Smelters 
at the market, you would wire your bro- 
ker as follows: 

“Selt 50 Smelters short at Market.” 

In covering this stock, you would wire: 

“Cover 50 Smelters at Market.” 

Your broker knows whether you are 
short or long, and an ordinary selling order 
would perhaps answer just as well as the 
above. The form given, however, makes 
it perfectly clear to him that you are going 
short and he therefore will not expect a cer- 
tificate of stock to come from you. See 
Vol. 1, No. 6, page 20, and Vol. 2, pages 188, 
191 and 192, regarding short sales. 





Puts and Calls 


Q. Does one hold the stock when he buys 
a Put or a Call or are such transactions 
simply betting? 


A. Puts and Calls are privileges to buy 
or sell at certain prices. These are fully 
explained in Volume 1. See index. The 
purchaser of a privilege does not hold any 
stock. In no sense is the purchase of a 
privilege a betting operation. If you own 
a house and someone pays you $100 for an 
option on it at a specified price, good for 
one week, would you consider that he was 
betting with you? 
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Instalment Buying 


Q. Do you believe in era stocks on 
the instalment plan from . 


A. From this firm's literature, we judge 
that they charge a commission of 6 or 
7 per cent on the net cost of the shares 
purchased. This includes commission. for 
purchasing and interest charges for carry- 
ing. There are no other charges that we 
know of. Figuring on 10 shares of Zrie 
bought at 31, it would seem that in buying 
on the instalment plan, the purchaser pays 
interest at 6 per cent and in addition a com- 
mission equal to over 1% per cent on the 
par value of the stock. Any New York 
Stock Exchange firm will buy 10 shares 
for you at a commission of one-eighth of 
one per cent equal to $1.25. This is one- 
twelfth the commission charged by the in- 
stalment house. Brokers charge you in- 
terest based on the prevailing money rates 
(seldom over 6 per cent). The instalment 
houses charge you about $16 for the same 
service that you pay the regular broker 
$1.25 for, except as to the guarantee 
against margin calls. If you are a respon- 
sible person and deposit an initial margin 
of 20 per cent and agree to pay 10 per cent 
per month to a N. Y. S. E. house, it is very 
unlikely that you will be called for margin. 
However, we do not know of any New York 
Stock Exchange house who would agree 
not to call you. Personally, we should pre- 
fer to follow the old-fashioned plan and 
either trade on margin or avoid buying 
anything we could not pay for in full. 





Interest Charges ‘ 


Q. Will you please explain in the next 
number of the TICKER what effect high 
call money rates or call money, say at 10 
per cent would have on a margin account; 
how much interest would I have to pay if 
call money was at 10 per cent? 


A. It depends upon the average rate your 
broker has to pay (see p. 237, Vol. 2). He 
might be borrowing all his money on time 
at 6 per cent; in this case he would not 
be obliged to pay the call rate and you 
would benefit. On the other hand, he may 
be supplied with very little time money 
and would therefore have to borrow what 
he required at the 10 per cent rate. If a 
member of the New York Stock Exchange 
he would be compelled to charge you not 
less than cost. If his average cost was 8 
per cent he could not make a lower rate 
to you without breaking the rules. This is 
considered by the Exchange a form of re- 
bating commissions. 





Q. If a stock is selling at 125 this month 
and at 150 next month, who gets the dif- 
ference? 


A. Everyone who is long in the interim. 
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Definitions 
Q. What is the difference between the 
bid, asked, market price and book value? 


A. The market price usually means the 
last sale. The bid and asked prices com- 
bined form a “quotation.” The book value 
is found by adding the capital and surplus 
of a bank for instance, and dividing the 
total by the capital. The stock of a bank 
with $100,000, capital and $50,000 surplus 
would have a book value of $150 per share. 
The book value of a railroad or industrial 
corporation is very difficult to get at. The 
Interborough system for instance has had 
a corps of experts working for many 
months endeavoring to arrive at a fair 
valuation for the property. 





Par Values 


Q. Why do some railroad stocks have a 
par value of $50, some $100 and others, such 
as Adams Express, have no par value? 


A. Stocks of $50 par value are usually 
Pennsylvania corporations. We _iunder- 
stand that the laws of Pennsylvania forbid 
the issuing of stock at more than $50 par. 
The majority. of corporations ‘whose 
shares are listed on the New York Stock 
Exchange are $100 par, because in the New 
York market prices are based on percen- 
tage of par value, which makes the price 
on $100 stocks the same as so many dollars 
per share. The par value of Adams Ex- 
press Company stock is not fixed. This is 
an association, not a corporation. The 
shares, however, are treated as $100 par. 





Estimating Earnings 

Q. Kindly advise what publication will 
give me the necessary figures in order to 
calculate earnings, etc., as per your article 
on Forecasting the Market in your first is- 
sue. Does the Railroad and Industrial 
Guide, published monthly, give the desired 
information? 


A. Benton’s Industrial and Railroad 
Guide will give you the necessary figures, 
but be sure not to take three or four 
months as a basis for estimating a year’s 
increase or decrease in earnings; 6, 8 or 
10 months is better, allowing for improving 
or less favorable earnings during the unex- 
pired portion of the year. At present earn- 
ings are on the increase. 





Dividends and Interest 


Q. If the broker gets your dividends does 
he charge interest on a marginal account? 

A. The broker collects the dividends and 
credits them to your account, but he in- 
variably charges interest on the amount 
which he advances to aid you in making 
the purchase. 























Money Rates 
Q. Henry Hall, in his book, “How Money 


is Made in Security Investments,” gives 
call and time money rates for a series of 
years. I notice that 2% per cent prevails 
when surplus deposits vary widely. Could 
not bankers arrange a fixed rule basing 
rates on the amount of surplus, etc.? 


A. Money rates are fixed by supply and 
demand. In some cities where the element 
of speculation does not predominate to 
such an extent the bankers meet and ar- 
range uniform rates for the day or week. 
In New York City this is impossible. 





A Large Profit at That 


Q. Mr. Hall also states that ten shares of 
Lackawanna bought in 1870 for $1,020 
would in 1905 have grown to 1,000 shares 
worth $500,000. I cannot quite figure this 
out. 


A. Mr. Hall gives a hypothetical case of 
a young man having saved $1,020, putting 
it into Lackawanna at the prevailing mar- 
ket price in 1870. To quote the book, “If 
he had sold the stock within four or five 
points of the top of every considerable rise 
and had re-invested all the money some- 
where near the bottom of every marked de- 
cline from 1870 to 1905, the present value 
of his holdings would be worth about one- 
half a million.” 

We think Mr. Hall has made a slight mis- 
calculation as to the value of 1,000 shares 
in 1905. Lackawanna then sold within a 
fraction of 500; as the par value is $50 per 
share, 500 per cent of $50 is $250 per share, 
making the value of 1,000 shares $250,000. 





Concentration 


Q. Will a person with only a small capi- 
tal make more money in wheat, cotton or 
stocks? 


A. The amount of capital has little to 
do with the profit which an operator will 
realize. His profits or losses are’ usually in 
proportion to his capital, except that the 
small operator is more apt to overtrade. 
A person will make the most money in 
securities or commodities according to the 
amount of time, study and energy he puts 
into the proposition—he will do best in 
what he knows — about. It is best to 
concentrate on one thing. 
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Dividend on a $50 Stock 


Q. If Reading is selling at 140 and I hold 
two shares, the par value being $50, do . 
get a dividend on $140? 


A. Reading at 140 is equal to $70 per 
share. Two shares are therefore worth 
$140. The dividend, however, is based on 
the par value. A two per cent dividend on 
~~ — of Reading would amount to one 

do 


Bond Averages 


Q. Do you know of any compilation of 
average prices of bonds similar to the 
Wall Street Journal’s prices of stocks? Can 
such average bond prices be obtained for a 
series of years and charted in comparison 
with stocks? 


A. We do not know of any such statistics 
or charts, but we can compile anything in 
this line for you. 





Odd Lots 


Q. Does one have to pay a trifle more 
in buying and lose a trifle in selling 1, 5 
and 10 share lots? : 


? 


A. See Volume 3, page 42. 





POOR JOHN 


I gotta stand een Walla street, 
But beez’ness don’ta pay, 

For no wan here got time for eat; 
So I gon’ mova ’way. 

Grand, reecha men dey hurry past 
Een sunshine, een da rain, 

An’, oh, dey go so fast, so fast, 
Eeet geeve my heada pain. 

I gotta fines’ fruit for sal 
You findin’ anywhere, 

But steell I mighta jus’ as wal 
Be dead fur w’at dey care. 

Dose richa ’Mericans go by 
An’ nevva look at me. 

Dey got so strange look een da eye; 
I wondra w’at dey see. 

So I am seeck weeth Walla street, 
For beez’ness don’ta pay; 

Eees no wan here got time for eat, 
So I gon’ mova ’way. 


If you wish to be placed in touch with a responsible house, write THE 
TICKER, stating whether you are contemplating investment or speculation ; 
what amount you have for investment, or in what size lots you wish to deal. 

Also state what large city 1s located most conveniently to you, or if you 


have any preference in this regard. 
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